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PREFACE 


The present volume continues and completes the study 
begun in volume one. Though each volume is self-contained 
and is complete by itself, they arc intended to be coinple- 
mentary, and, hence supplement each other. For the cmivc- 
nience of the reader, appropriate references to Volume I have 
been indicated. 

The approach of Volume II is similar to that of Volume 
I. I have laid stress on the regional aspects of development 
wherever necessary. In many topics, however, regional or 
statewise analysis is unnecessary, as, for example, in pro- 
blems connected with Currency, Banking, Foreign Trade 
etc. 


It has been my endeavour to stimulate thinking and 
promote appreciation rather than merely to supply factual 
information. As students of planning, and living in an age 
of planning, most of us are obviously "day-dreamers”. I 
am, probably, no exception to this general rule ; but, I have 
tried to be realistic and objective as far as possible. 

I need hardly add that the views expressed are entirely 
personal and do not reflect the views of any Department, 
Organisation or Institution. 


New Delhi. 

25th July. 1962 


S. K. Bose 



PREFACE TO VOL. I 


The book is intended for the intellectual elite of the 
country, — the University students, the teacher, the nun of 
public affairs and the citizen interested in the problems of our 
country. India has gone through vast changes during a 
decade of planning and it is necessary to take stock of the 
achievements (and failures) in different fields of her economic 
life. It is hoped that the book will enable an appraisal of 
our various problems. 


For the convenience of the reader, particularly the 
student-reader, I have adopted the rather unconventional 
method of paragraph and sub-paragraph numbering; this is 
intended to indicate that each paragraph deals with an impor- 
tant connected issue while the sub-paragraphs demarcate its 
different facets. For instance, Chapter XI deals with Planning 
in India, Para 4 of it is concerned with Resources for the Plan • 
all sub-paras under Para 4 are discussions of resources and* 
8ub-para4-4, for example, examines a specific item of these 
resources, namely, deficit financing with sub-paras 4-41 or 

‘t- I hope the reader 
Will find this arrangement helpful for methodical study 

especially as I have often used the word '‘note’' in particula^^ 

paragraphs to indicate that more is stated elsewhere. 


A fairly long period of service as a teacher and as a 
civil servant enabled me to come in close contact with people 
who can think for themselves. I have acquired a high regard 

fmnS® capabilities of our people. I found them 

impatient With longwmded verbosity and sceptical of unreason- 
ed assertions that sounded like Commandments. I have 
therefore, end^voured to be brief, bordering perhaps on 

th^nrnw’ detailed basic i^omation on 

the problems analysed. As regards the statistical data I have 

^awn heavily on official’ statistics, that is, statistics published 

by departments of Central and State Governments and the 

Th^N S s'Xa ■ ‘'® Sample Survey, 

organisation in India have found it full of pitfalls” Hive 


also used relevant data made available by research organisa- 
tions and non-oflicial agencies, as I believe that the nature and 
appropriateness of a data is more important than its source. 

I owe a deep debt of gratitude to my gum Mr. K. C. 
Nag, from whom I not only learnt the elements of economics 
but also the importance and value of intellectural integrity. 
I must also express my gratitude to Dr. V.K.R.V. Rao from 
whom I have always received affectionate guidance and kind 
help, both while working as one of his Junior Colleagues in 
the University of Delhi, and also later. In fact, without my 
continued contact with them and with my erstwhile colleagues 
I could hardly have kept up my interest in a technical subject 
like economics. 

I must thank my wife, Namita, who by running the 
household smoothly despite rising prices, a fixed income and a 
husband indifferent to domestic problems made possible the 
undertaking of such a venture. She also helped me with the 
reading of proofs and the preparation of the index. My thanks 
are also due to my son, Gautam Bose, now an Economics 
Honours student in St. Stephen's College, my own alma mafer, 
who gave me the first draft of the list of topics to be covered 
and who acted as my “representative” reader as I wrote each 
chapter. Mr. R. M. Shahani and Mr. M. C. Gupta of Ranjit 

Printers and Publishers have borne patiently the idiosyncracies 

of an author, and, I am grateful to them for having brought 
out the book in a remarkably short period. 

Finally, I should like to emphasise that tbo views expres- 
cd arc purely personal and do not^ in any way, reflect fh® 
views of any Department, Organis.Uionor Institution. I might 
add that I have been emboldened to express views on the 
economic problems of our country by what our beloved Prime 
Minister stated in the course of his speech in the Lok Subhu 
on August 22, 1960 : — 

‘ I should like to repeat that the Planning Commission 
or the Government of India do not regard themselves as being 
in possession of the ultimate wisdom. They invite friendly 
consideration, and even unfriendly consideration, provided it 

is intelligent *’ 

I can only hope that the intelligent reader, even when 
differing from my views, would, at least, regard them as 

intelligent. 

New Delhi, 

January 26, VJ62. 


S. K. Bo^c 
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THE STATE AND SOCIAL WELFARE 


1. The Welfare State in India 


M As the midnight bell tolled on August 14, 1947, 
leaders of the nation took over the administration of a vast 
country. It was a country starved of the many necessities of 
life; it was a country that had a miserably low level of educa- 
tion; it was a country with widespread poverty*. It was, 
however, also a country with a people that had shown through 
centuries an indomi — table will. The Government of the 
country was entrusted with the responsibility of revitalizing an 
economy that had been static for generations. The State had 
to open a new and better way of life for the people 


1-2 The people of India gave themselves a Constitution 
that made the country a Sovereign Democratic Republic in 
which a duty was imposed on the State to raise ‘the standard 
of living of its people'. The concept of the level of living for a 
nation is not merely the concept of enhancing the income- 

earning capacity of the individual, it also involves the State 

providing the many essential amenities of life which are a part 
of the inherent right of the people. These rights are 

(a) the right to education, 

(b) the right to an improvement in public health, 

(c) the right to public assistance in cases of — 

(i) unemployment, 

(ii) old age, 

(iii) sickness and disablement, 

(iv) undeserved want, 

(d) the right to just and humane conditions of work, and 

(e) the right to a full enjoyment of leisure and social and 
cultural opportunities. 

Th^mMMve p rinciples of the Constitution of India 

1. Soe Vol. I, Ch. I paras 23 to 25. 
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recognise these rights of the citizen, and, the framers of our 
Constitution have wisely laid down that these principles are 
‘fundamental in the governance of the country’ and 
that 'it shall be the duty of the state to apply these principles 
in making laws'. 

rS The goal of India is a socialistic pattern of society^. 
We are aiming at a socialist economy that would be “Capable 
of growing steadily to a level at which the well-being of the 

mass of the population can be secured it should provide for 

the basic necessities, in particular, for food, work, opportunity 
for education, reasonable conditions of health and sanitation, 
improvement in conditions of housing and a minimum level of 

income These heavy responsibilities must mean a rising 

level of welfare expenditure of the Central and State Govern- 
ments, particularly of latter as the constitutional division of 
functions and responsibilities imposes on the states the more 
expanding welfare functions. Further, social welfare expendi- 
ture, apart from the directly beneficial effects, also helps to 
bring about redistribution of income, especially when financed 
by a progressive tax system. 

2. Trends in Social expenditure. 

2'1 The Central Budget.* The primary development 
expenditure of the Union Government is comparatively low, 
because most of the expenditure incurred for such purposes by 
it is through grants — plan and non-plan— to the state. The 
practice upto 1961-62 was to indicate central grants to states 
for such terms under the major heads of accounts to which the 
grants relate and were token as receipts under the relevant 
heads by the states. This arrangement had two serious defects 
viz., 

(a) it inflated the receipts of the State Governments 
under the concerned major head, 

(b) it gave a grossly inflated picture of the total expendi- 
ture of the Central and State Governments taken 
together, which was to a great extent illusory for the 
central grants were not final expenditure but were 
only transfer of resources from the centre to the 
states. 

From 1961-62, a change in the budgetary practice has 
been introduced and all the grants to States for the social and 
Developmental sevices arc being shown separately as grants; 

2 . See Vol. I, Ch. I paras 2'4 to 2’5. 

3. Third Five Year Plan p. 10, the lovol of living and per capita 
income has boon dealt with in Vol. I 

4. Sco Vol. I, Ch. I.\ paras I‘l to 3’5. 
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thus figures for 1961-62 are not straightaway comparable with 
those for earlier years. However, some idea of the growth of 
expenditure under these categories may be got from the table 
given below : 


il XjUKII 


Item 

1951-52 

1956-57 

1958-59 

1960-61 

(ll.E.) 

1960-61 

(B.E.) 

(1) 

(2) 

(3) 

(4) 

(5) 

(0) 

Scientific 

departments 

Education 

Medical 

Public 

Health 

5,18 

4,08 

1,51 

80 

11,05 

19,44 

2,87 

3,35 

16,44 

27,89 

5,64 

7,77 

23,08 

44,10 

8,28 

10,44 

31,89 

63,07 

8,81 

17,22 


1 . 

2 . 

3. 

4. 


^ essentially in the state list of func- 

Wv f there is no reason 

Union Government is concerned. Purther, the plannig process 
of tho eiDonH-?° “ items of plan provision and most 
Taldna the plan. 

as fZws P«^ition 



iij&penaii;ure 


* % A 




W W 4 VO f 


Education 

Health 


First Plan Second Plan Third Plan* 


1490 

97-9 


255*8 
216 3 


6600 
342 0 


2 2 The expansion in both has been verv r'lniH hon’ 

JS3.. s5-‘ 

• Target. 

*■ of 


4 


SOME ASPECTS OF INDIAN ECONOMICS 


“If we desire to fight successfully the scourge of poverty 
and want from which 90 percent of our countrymen are suffer* 
ring, and lay the foundation of a strong and progressive 
national life, we must make the fullest use of the power which 
a knowledge of Nature has given us. We must rebuild our 
economic system by utilizing the resources of our land, harnes- 
sing the energy of our rivers, prospecting for the riches hidden 
under the bowels of the earth, reclaiming deserts and swamps, 
conquering the barriers of distance and above all, we must 
mould anew' the nature of man in both individual and social 
aspects, so that a richer, more harmonious and happier race 
may live in this great and ancient land of ours". 

These were not mere idealistic dreams but the wisdom of 
a visionary, the truth of which it has taken nearly 25 years 
for us to realise. 

Education in India 

31 Education, including literacy and skills, has always, 
been accepted as an important component of the level of living, 
and, various indicators are adopted for showing how far it has 
made its appropriate contribution to national welfare. 

3' 2 The U. N. Committee of experts in their report on 
measurements of Standards and levels of living listed some 
indicators* and adapting these, one may use the following 
important ones : — 

(i) proportion of children 5 — 14 years of age attending 
or enrolled in schools; 

(ii) attendcnce of other age groups »,e., 11 — 14, and, 
14-17, to the total in each group; 

(iii) Pupils per teacher in — 

(a) primary schools, 

(b) Secondary education, 

(c) University education; 

(iv) Number of Educational Institutes of different cate- 
gories, 

(v) expenditure on education. 

3 3 Article 41 of the Constitution of India enjoins the 
directive principle tliat “the State shall, within the limits of its 
economic capacity and development, make effective provision 

for securing the right to education ensuring of which 

is the first step towards achieving a state policy directed to- 
wards securing “that childhood and youth are protected 
against exploitation and against moral and material abandon- 

6. Soo Vol. I, Ch. Ill, i>Qra 2. 
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mint”. E lucation, including Universities, is item 11 of List 
II (statement first! of the Seventh schedule of The Constitution 
of India, and, is essentially a responsibility of State Govts, A 
fundamental Right guaranteed under Article 29 (1) is “Any 
section of the Citizens residing in the territory of India or any 
part thereof having a district language, script or culture of its 
own shall have the right to conserve the same", while Article 
30 (1) guarantees the right to all minorities to “establish and 
administer educational institutions of their choice". State 
Governments obviously must undertake adequate expenditure 
on education if its appropriate development is to be ensured. 
To the extent expenditure on education is a part of the 
normal expenditure of the States and their commitments 
in respect of the plan expenditure on revenue account, its 
undertaking is not merely a necessary expenditure but of 
primary importance the emphasis on which should steadily 
become greater. 


3'4 There has been a steady increase in the facilities of 
schooling for children in different age groups 




% in schools to total in each group 

1950-51 1955-56 1959-61 

1965-66 

Age 6-1] 

43T 

51U 

60 0 

80-0 

Age 11-U 

12*9 

16-3 

226 

300 

Age 14-17 

5*4 

81 

120 

15-0 


(For details. See Vol. I, Ch. I, table 18.) 


(Estimate) (Target) 


education is concerned, growth 

Uofof for rcstric- 

‘o tliose likely to 

soecIL “ generally leads to a lack of 

iftf ageTrX“" "““bers 


1950-51 

1953-44 

1955-56 

1958-59 

% growth in 
1958-59 over 
1950-51 

Universities 
(No.) 27 

30 

32 

40 

40 

Colleges 
(No.) 498 

613 

712 

869 

80 

100 

Enrolment 
(No.— 000) 342 

471 

673 

713 


0 


<50Mt; aspects of Indian economics 


I* n Rill I'l'ou'tli ill iinin1>ci'''^ is a qiiatiiitativp (■xiiaiislon. 
Gon'rally it is believed that appnipriatc teacber-pnpil ratio ia 
tlie basic requirement for qualitative appraisal. The position 
in this respect can be seen from the following table : 

Pupils per Teacher 


Items 

1. For-Primary Schools 

2. Prinuiry Schools 

3. Secondary Schools 

4. Universities 


1950-51 

1955*56 

1958-59 

25 

24 

27 

34 

33 

34* 

25 

20 

30 

14 

15 

16 



•Relates to 1957-58* 

(For dotai)^^ See VoL I, Ch. Ip Table 19*) 


3 7 Development and expansion in the field of education 
can be judged by analysing the growth of institutions of 
different categories, and, appears substantial as would be 
indicated from the following table : — 


Index of growth of Educational Institutions in India 


Items 


(Base 1950-51 = 100) 
1955-56 


1958-59 


1. 

Universities 

118 

143 

2. 

High /Higher 

Secondary Schools 

149 

193 

S. 

Middle/Senior basic/ 

160 

199* 

4. 

Junior High Schools 

Primary/Junior basic/ 

Basic Primary Schools 

132 

142 

5. 

Colleges for General 
Education 

143 

180 

6. 

Schools for Special 
Education 

96 

97 

7. 

Schools for vocational 
Training and Technical 


146 


Education 

131 


•Relates to 19 ;j7-58. 

3'8 Basic Education It has been decided to model all 
elementary schools on the basic pattern. It ia hoped that by 
the end of the second plan about 24% will be on the basic 
pattern and the process will be carried forward in the Third 

Plan. .Some idea of the progrc.ss is indicated below 
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Index of Growth in Basic Education 


Items 


Schools 
Enrolment 


(Base 1950-51 
1955-56 
142 
174 


= 100 ) 


1958-59 

192 
260 


3 9 Teckiiical Education ; — With the growing industria- 
lisation of tlie country growth of institutions catering to 
Engineering and Technology are expected to increase steadily. 
The following table gives some idea of this growth : — 

Index of Growth in Education— Engineering and Technology 

(Base 1950-51 = 100) 


Items 


1 . 

2. 

3. 

4. 

5. 

6. 

7. 

8 . 


Engineering Colleges 
Technology Colleges 
Pupils inEngineering 
Colleges 

Pupils in Technology 
Colleges 

Engineering Schools 
Technology Schools 
Pupils in Engineering 
Schools 

Pupils in Technology 
Schools 


1955*^6 

148 

117 

142 

218 

197 

131 

412 


1957-58 

181 

117 

204 

230 

287 

142* 

666 



•Relates to 1956-57. 


3-10 The financial implications of expenditure OD ediiPo 

table I 

Governments— Expenditure on Education 

(In lakhs of Rs.) 

1956-57 1957-58 1958-59 1959-60 1960-61 


Central and State 


Centro 
Total Expenditure 
% of education to 
total 
States 

Total Expenditure 
% of education to 
total 

Centre's tJrant to 
states for Educa- 
tion 


20,98 27.89 37 42 4^ 

o00,52 658,86 706,42 795]35 890 J 3 


39 32 


39 


4-7 


61 


^30,46 147.24 163 41 “177'^ 
044.68 689,57 768,40 872:25 S.Ol 


17*7 18-9 192 


18*7 18-7 
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TABLE II 
Exp'‘iKliturc on Education 


— Indian Union 


(Rs. lakhs) 


Type of Institution 


Direct Expenditure 

1. Universities 

2. Boards of educa- 
tion 


3. 

4. 

5. 


6 . 

7. 

8 . 

9. 

10 . 


College for general 
Education 

Coll'g-'s f<‘r 
Prolessional 
education 

Secondary Schools 

Middle Schools 

Primary Schools 

Pre-Primary 

Schools 

Scliools for vocati- 
onal education 
Total-Direct 
Expenditure 
B-Indircct 
Expenditure 

GRAND TOTAL 




Increase in 1957-58 

i9.’)i-r)2 

1957-58 

over 

1951-52 


Absolute 

Percent 

4,98 

9,78 

4,80 

97 

78 

1.76 

98 

125 

1 64 

2,94 

2,30 

359 

8,11 

14,12 

6,01 

74 

5,22 

9,45 

4.23 

81 

20.15 

40,44 

20,20 

78 

8,72 

20,69 

11.97 

137 

40,40 

66,78 

26,38 

65 

15 

33 

18 

120 

0,52 

10,19 

3,67 

66 

101,07 

■ 182748“ 

80,81 

80 

22,89 

57,91 

35,02 

153 

124,50 

240,39 

115,83 

93 


311 As against the anticipated outlay under the second 
nlan of 273 crores on educational programmes including those 
relating to technical education, a provision of oOO crores has 
been m^ade in the 0^ This includes Rs. 370 crore^o/ 

° "..1 r-rliif-ttion and Rs. 130 crores for technical educa- 

tion compared to Rs. 213 crores and Rs. GO crores respectively 

in the scctmd plan, 

4 Economic development of a country is closely 
related to the attention given by it to scientific ^^uea^n and 
reecarch The economic history of the world is evidence ot how 
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feet, nipid industrial d(‘vc'l<)i)im'ii(., as was achievtd liy the 
U. S. S. Tl., can be realized only by a close and intimate integ- 
ration between science and industry. 

5. Scientific and Technological Development. 

5T Advances in science and technology arc essential if 
development programmes in industry and allied fields are to 
achieve the desired rate of progress. Recognising the need 
for an appropriate role for science and technology in modern 
India, the Government of India issued a Statement* on 
Scientific Policy which indicated the role of science and 
scientific personnel in the overall development of India. India, 
with its rapidly developing planned economy, must necessarily 
promote not only fundamontal research in all fields but also 
intensive scientific approach on the many problems of 
productivity in agriculture, large and small industries and 
other facets of economic life, especially in the field of heavy 
chemicals, metallurgical industries, development of energy, 
etc. 


5'2 The previous two plans provided for surveys and 
investigations of natural resources. Many specific studies have 
been undertaken by Governmental and other agencies. But 
as the Tliird Five-Year Plan emphasises ; 

“The stage has been reached when as a necessary 
condition of well-conceived long-term plans, a 
comprehensive view must be taken of the extent 
and quality of the information available, the princi- 
pal gaps which exist and the further steps needed in 
relation to specific long-range objectives concerning 
the development of irrigation, power, steel, coal, 
oil and minerals and laud and fc'rcst resources and 
the conservation of natural resources generally.” 

It is possible to hold the view that : 


“an appropriate machinery for planning co-ordinated 
studies of natural resources on a continuing basis 
and reviewing the results obtained from time to 
time has uses to be devised. This may take the 
form of a Committee of Direction composed of the 
Icchuical heads of the various agencies concerned 
with which a few leading scientists are associated 
and which is assisted by a highly trained staff.” 

The Third Five-Year Plan proposes to give increasinff 
support to scientific and technical education with a view to 
mereasmg the number of pup^ taking science courserfrom 

while the intake capacity of 

•Soo, Third Five Year Plan, p. G17. 



10 


SOME ASPECTS OF INDIAN ECONOMICS 


rilii! collcg'.'S niul [mly Uxltnii’S is i xpt cU 0 tn |*^*^*^‘*^*^ 
iroiii 37,(iiiil at tlie end of the Second Plan to 5-,uU0 at the 
end of the Third Plan. 


.'i-S Some idea of the progress and targets 
technical education— engineering and teehnology- 
Irom the foll ’wing table : — 


relating to 
•can be got 


lOoO- 

51 


1055- 

56 


(Nos) 


1900- 

61 

(antici- 

pated) 


1905- 

00 

(targets) 


% in- 
crease 
in I960. 
Cl 

over 

1950. 

51 


% in- 
crease 
in 

1965- 

66 

over 

1900- 

61 


Degree level 
(intake) 

4,119 

CO 

CO 

CO 

13,105 

18,500* 

Diploma level 
(intake) 

5.903 

10,484 

24,020 

34.000* 

Agriculture 
degree level 
(intake) 

1,000 

1,089 

4,500 

6,000 

Veterinary 
degree level 
(intake) 

434 

1,269 

1,300 

1,550 


220 


307 


325 


200 


41 


42 


33 


19 


■excludoB facilities provided in part-time courses. 

5-4 Anv planned use of science and technology for 
national development must necessarily depend for success 
on an adequate increase in the number of scientific and 
technical personnel. In India, in view of the genera level of 
staLards^ perhaps it would he not inappropriate to define 

s^V^^rsou who possesses at least a masters 

decree in any of the branches of natural sciences whu;h gn.up 
7fy ho taken to include Physics. Chemistry. Geology. Botany, 
Zoology and Mathematics (including Statistics). 

Rrunc idea of the outturn of scientists and accumulated 
totals from Indian Universities may be got from the following 

table overleaf 
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n 


Year 

No. of degrees 
awarded. 

Total Average 

per 

year 

Index 

No. 

1910-14 
= 100 

Accumu- 
lated 
total No. 
(Col. 2) 

Pereentage 
Col. (5) 

(I) 

(2) 

(3) 

(4) 

(5) 

(fi) 

1910-14 

385 

77 

100 

385 

1.2 

1915-19 

832 

166 

216 

1,217 

3.8 

1920-24 

917 

183 

238 

2,134 

6-7 

1925-29 

1,923 

385 

500 

4,057 

12-7 

1930-34 

2,784 

657 

723 

6,841 

21-5 

1935-39 

2,938 

558 

764 

0,779 

30 7 


1940-44 

1945 

1946 

1947 

1948 

1949 

1950 

1951 

1952 

1953 

1954 

1955 

1956 


3,378 
786 
824 
901 


676 

786 

824 

901 


926 

939 

1,083 

1,444 

1,693 

2,104 

2,432 

2,659 

2,933 


878 
1,021 
1,070 
1,170 
1,200 
1,219 
1,406 
1,875 
2.199 
2,732 
3,158 
3,453 
3,809 


13,157 

13,943 

14,767 

15,668 

16,593 

17.632 

18,615 

20,059 

21,752 

23,856 

26,288 

28,947 

31,680 


41-3 

43-7 

463 

49.2 

62-0 

650 

58-4 

62-9 

68*2 

74-8 

82-5 

90*8 

100-0 


The above table brings out that the achievement in this 

ZV. disappointing. therTwas litUe 
acrease during the war and progress was slow till 1950. The 

than doubled in five years from 1,875 in 1951 to 3,809 in 1956. 

Some further analysis of the table may be of interest : 

1956 ^5 scientists turned out between 1910 and 

lyob, 15,668 had come up to 1947; 

outturn upto 1947 may be recarded as 
in master’s degree was introduced only 

•ai-TT S” “"i j; 

a h/transfer to non-scientifie employment has to be madc^ 
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but Tor wlii.'h approprialc statistical data is difiicult to 
construct. 

Sfj An interesting study would be to examine more 
snccifu-ally tlie enrolment and outturn of degree and diploma- 
lu>UkT3 in engineering and teclmolugy in India tor the period 
for which data is readily available : 


Year 


Degree 
In- out- 
take turn 


( 1 ) 


(2) (3) 


Dipl 

oma 

Total 


Index 

In- 

out- 

In- 

out- 

1951-52 

take 

turn 

take 

turn 

= 100 



In- out- 





tuke turn 

(4) 

(5) 

^”(6) 

(7) 

(8) (9) 


1051- 52 4,7SH 2,093 6,210 2,620 

1052- 53 5.18-t 2.056 6.400 2.654 

r* .-1 1 •> o >7 n 


11,004 

11.683 

12.603 

13,781 

15,334 

16.206 

25,773 

31,018 


5,319 

5,610 

5.627 

0.604 

8.089 

8.368 

9,324 

10.592 


100 

106 

115 

125 

139 

148 

234 

282 


100 

105 

106 
124 
152 
157 
175 
199 

10th 


6:307 ;:203 9:809 4.075 16.266 8.368 48 

1057 58 0,778 4.290 15.90u 5,034 L 2 199 

1058-59 11,086 4.571 19,93 2 6,021 31,018 10.592 282 UJ 

(Sourco-Lok SablTa” Question No. Education 21.7 on 10th 
August l9‘>y) 

It would appear that upto the period of the 

if “f ,sr r U£.r.-fsp. 

encineering and technology increased from ^ 

Vear in 1955-56 to 11,000 in 1958-59, and are expected to rise 

t^o 13,000 in 1960-61. 

j-6 The divergence in the Index at Col. (8) and Col. (9) o 
Table in pa a 5-3 if an interesting feature for not.ng. In one 
way y.B an index of unfructified ezpcnd.lure ; rn another, the 

cost of ensuring quality. 

ryi While inlcrnational comparisons are often statisticaUy 
..n^atisfaetory, one is tempted in this connection to get some 
"ica, admittedly very rough, of the position ... Ind.a and some 

of the other countries ; 
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n 


Engineers per Million Population — Total Available 


V.S.A. 

3,144 

U.S.S.R. 

3,G05 

U.IC. 

1,530 

China 

132 

India 

188 


(N.B. Tlie years are not identical but range botueon 10.>0 end IU5G) 

5.8 Expenditure figures are often a good guide to llic 
importance of the role of Government in matters of scientific 
education and development. Tsvo tables are given below 
analysing the position in India. 


(TABLE I) 

Revenue Expenditure on Scientific 

and Cultural Affairs. 


Rcscarcli 

(Ks. liiklis.) 


1957-58 

A/c 

1958-59 

A/c 

1950-60 

R.E. 

1000-61 

BE. 

I. Total Expenditure 
on Scientific Re- 
search and Cultural 
Affairs. 

892-24 

1087-20 

1522-37 

2001-00 

11. Grants 

(a) Grants to States. 

50-GG 

128-99 

200-00 

294-00 

(b) Grants to Scien- 
tific Institutes. 

21G 24 

233-66 

259-21 

289-25 

(c) Grants for Museums, 

1-39 

2-67 

13-47 

27 51 

(d) Grants fur Cultural 
activities. 

105-00 

107-01 

305-98 

517-77 

(e) Grants to the Coun- 
cil of Scientific and 
Industrial Research, 

235 00 

209-00 

345-00 

390 00 

(f) Grants to Regional 
languages : 

(1) Grants to States 




7*40 

(2) Grants to others 





(g) Grants in-aid con- 
tribution to miscel- 
laneous depart- 
ments. 

1-40 

6-84 

7-85 

w vU 

12-02 

Total GRANTS “ 

III. Total Expenditure 
of Central Govt. 

610-29' 

709T7 

1131-51 

1541-51 

646-28 

693-29 

782-86 

914*66 

IV. Percentage of I to 
III. 

1-4 

1-6 

1-9 

2-3 
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(TABLE II) 

State Governments Revenue Expenditure on 
ScientiGc Departments. 

(Rs. lakhs) 

15K57.58 1058-59“ 1959-GO 1U60-01 


Expenditure on Scientific 
Departments 

1,00 

85 

1.21 

1,88 

Expenditure on Education 130,38 

147,25 

138.34 

177,52 

Central Grants to States 
for Scientific Research 
and Cultural Affairs. 

51 

1,29 

200 

294 


• eO Tlicre arc three important quasi-Governmtnt re- 
search agencies and a Government rescareli agency 112 ., 

The Indian Council of Agricultural Research, 

Tlie Indian Council of Medical Research, 

Tl»e Council of Scientific & Industrial Research and 
The Atomic Energy Commission. 

all of which have contributed substantially to promotion 
and the expansion of research activities in India. It would be 
int( resting to get some idea of expansion of research activities 
consequent on the work of these organisations. 

5- 10 The following table gives the growtli of expenditure 
on research for these four institutions. 

(In Millions of Rs.) 


Year 

I.C. 

AR. 

I.C. 

M.R. 

"C.S. Sub- A.E.C. 

I.R. total (current) 

(2) + (3) + (4) 

Total 

(5) + C6) 

(1) 

(2) 

(3) 

(4) 

(5) 

(6) 

(7) 

1918-49 

2-0 

1-0 

7-2 

10*8 

» » « 

10-8 

1919.50 

2*3 

1-2 

11-2 

14'7 


14-7 

1950-51 

2*4 

1-5 

100 

19-9 


19-9 

19."l-r)2 

3-9 

1-3 

17’8 

230 

♦ % * 

230 

1952-53 

. 3-2 

1 7 

20-9 

25-8 

t i ^ 

2o-8 

1953-54 

5T 

1-5 

19-8 

20-4 


20-4 

1954-55 

0-8 

10 

18-7 

27-4 

K-2 

35-0 

1955-50 

0-5 

2-9 

22'7 

32- 1 

15-2 

47 3 

1950-57 

17 9 

3-3 

28-0 

49*2 

17-8 

f)7*0 

1M57-5S 

23-7 

iil 

355 

G4-9 

23-8 

88-7 

1958-59 

2\y2 

5-2 

50 7 

85* 1 

2H-5 

1130 

1!).59.00 

35 0 

7-2 

01-5 

103-7 

30-0 

133'6 


ilie auuve Luwic 

farastlie combined expendilure of the four institutions arc 
c<,ncertic<l. Allowing for the fact that rise in wlioicsnle prices 
did n<it probably affect this expendilure very much, (Uie could 
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compare the growth between 1948-49 and 1959-60 as a fairly 
good index of increase in research activities, except probably 
for Indian Council of Agricultural Research who undertake a 
good deal of expenditure on developmental activities. 

511 The position could be more clearly indicated by 
representing the table in 5*10 in the from of an index as 
follows : 

(Index 1948-49=100) 

Sub-total Total 
(col. 5 of (Col. 7 of 
5-3) 5-3) 


Year 

1948-49 

1952-53 

1955-56 

1957- 58 

1958- 59 

1959- 60 


I.C.A.R. I.C.M.R. aS.I.R 


100 
123 
260 
912 
1123 
1346 


100 

170 

290 

570 

520 

720 


100 

290 

315 

493 

704 

854 


100 

239 

297 

601 

788 

960 


100 

238 

439 

821 

1052 

1238 


Even allowing for the fact that the Atomic Ener-^y 
Commission probably spent a good part of their total in earliVr 
years on construction and administrative items, the growth of 

Shi riot been insuLlantial 

Further, since independence there has been increasing empha- 
sis on research even in the activities of the normal seS L 

and quasPscientiBc departments of the Government like the 

Survey of India, the Geological Survey the Tnrl!'»n T? r 

Research Institute, the Indian Veterinary ’ Research' Insthule 

the Central Water and Power Board etc. institute, 

as already emnha- 

Expenditure (Approximately ) on Research 

^01 national income per per.son 

ITsX po 

U.S.S.R. j.o 154 

U.K. 110 

China 
India 
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for advanced research on various subjects. Vnder the Second 
Plan 0 more iiiatitutions have been established. In the Third 
Phin, it is proposed to establisli institutes for research in such 
fh lds as biology, petroleum technology and the development 
of scientific Instruments. HoWever, as the Third Five Year 
Plan* states : 

“There is stdl a wide gap between the completion of 
roscarcli in any field and the practical application of the 
results obtained. This is accounted for by a variety of reasons, 
such as reluctance on the part of industry and Government 
departments to undertake extensive trial of new processes and 
technifpms evolved as a result of research within the country, 
inadequacy of pilot plant facilities, lack of designs organisa- 
tioiis and paucity of engineers and consultants for designing 
and fabricating production plants. The need for eliminating 
tlie.se shortcomings is realised and the Third Plan will include 
proposal.^ for achieving tliis object.” 

6. Development of Education in Second Plan 

01 The Second Five Year Plan provided fur a large 
emnhnsis on Basic education, Expansion of Elementary Educa- 
tii'ii Diversification Secondary Education, Improvement of 
standards of College and University Education and the imple- 
m. ntation of Social Education and Cultural Development 
Pro«'ramme. The total outlay on Education dunng the second 
Plan was Rs. 275 crorcs-Rs. 08 crores in the Central Sector 

nnd Rs. 207 crores in the Slate Sector as against Rs. 169 
crore.s {lU, 44 crore.s at the Centre and Rs. I2o crores m the 
States during tlic First Five Year Plan. Tiie distribution of 
Outlay between States and the Centre in various fields is given 

(Rs. inCn rcB) 

Total 


EUmentary Education 
Secondary Education 
University Education 
Technical Education 
Social Education 
Miscellaneous Schemes 

total. 


Centre 

4-0 
40 
20-0 
21-0 
1-0 
140 
70 0* 


States 

8S-0 
47-0 
20-0 
320 
4-0 
lC-0 
207-0 


92-0 

51- 0 
450 

52- 0 
5-0 

30-0 
277-0 


.Til a .^iim fif Ra croros (approximatoly) for Schemes 

from the Ministry of Rehub.liletion to the Ministry 

fi 2 During the plan period, an expenditure of Rs. 273 
crores i.s estimated to be incurred in various fields ns under . 

• See, Chapter .SXXI. 
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(Us. in Crorcs) 



Centre 

States 

Total 

Elementary Education 

7-0 

850 

020 

Secondary Educatitm 

30 

^30 

•ICO 

University Education 

250 

210 

460* 

Technical Education 

260 

310 

570 

Social Education 

1-0 

4-0 

no 

Miscellaneous Schemes 

140 

13 0 

270 

Total 

7GOt 

1970 

2730 


• Out of this Rs. 2 Crores would bo expenditure on Teclmicul Edu- 
cation. 


t The actual expenditure is likely to exceed the provision because 
of increased amounts provided for Technical Education at the 
time of review of annual plans. 

Tlic expenditure in the State sector is likely to go up to 
Rs.l99 crores. The outlay and the expenditure during tlic plan 
period in various States/Union Territories is given in State- 
ment I. 

6-3 It will be observed that the expenditure in the State 
Sector is likely to fall short of the provision. Among tlic 
reasons for t!»c shortfall, mention may be made (»f difficulty of 
raising matching funds for implementing Centrally Spons( red 
Schemes, dearth of trained and administrative personnel and 
heavy building content of some of the educational develop- 
ment programmes. Added to this is the inability of States to 
raise required resources, increased development expenditure 
outside tlie plan and low priority for education programmes. 

G-4 The yearwisc break up of expenditure by the centre 
and the State Governments for educational development 
programmes during the Second Plan is indicated below : — 


Year 


Centre 


(Rs. in Crores) 
States Total 


1956-57 

G-5 

17’4 

1957-58 

7*4 

28-4 

1958-59 

13-2 

36-3 

1959-60 (R.E.) 

22-5 

54-1 

1960-61 (B.E.) 

26-4 

60-8 


23’9 

35-8 

49’5 

76-6 

87*2 
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The eiliu-atiunal lU vclojmicnt cxpciKiiturc in the Central 
Sector lia> gone up fourfold and flic State sector hy more than 
three times. 

0‘.“> The provisic ii of educational facilities for the Children 
of varioiKs aLC'group-> and the cstahlishinciu of institutions are 
the two main indicators of educational progress. The follow- 
ing statistics reveal the lik< ly advance during the plan period. 

(a) Scliooling facilities fer children in different age- 
group.->. 

Facilities Available in i>ercei;tagc-s. 





lOGO-Gl 

Age-group 

1955-oG 

Target 

Likely 

Achieve- 




ment 

(5-11 

51-9 

02-7 

Gl-4 

n-14 

lG-2 

22o 

23-0 

14-17 

8-0 

11-7 

12-4 


Statuwi-'o Ucatails are given in Statement 11. 


(b) Institutions 


(i) 


Primarv 'Junior 
Basic 

Junior Ba.sic 
Middle, Senior Basic 
Senior Basic 

High'Higlier 
Secondary 

Multi[)urposc Schools 

(vii) High Schools to be 

up gra<lcd to Higlicr 
Secondary 

(viii) Engineering and 
Teclinology : 

Degree Level 
Diploma Level 


(ii) 

(iii) 

(iv) 

(v) 

(vi) 


1955-oG 

Target 

19G0-C1 

Likely 

Achieve- 

ment 

78,135 

32GS00 

341472 

42.971 

338011 

04S90 

2L73d 

22725 

3S9H0 

4,842 

4571 

10203 

10,838 

12125 

15101 

305 

1187 

150U 


1197 

1550 


82 

97 

1 14 

111 

197 


(See Vol. I, C'h I, table 18.) 
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6'6 Regional Disparities. 

6 6 1. An index of educational disjiarity among States 

IS the provision of educational facilities for Cliildron of the 

age^roup C-U as indicated in Stitcinent II. In the Chapter 

oniiducation in the Report of the First Five Vear Plan it 
was stated, 

;‘Th ‘re arc grave disparities between different States 
in the matter of provision of educational facilities, 
Ihe expenditure on Education compared to total 
revenues and population also varies in different 
States. The internal distribution of expenditure 

should bo arranged and Central Grants .should be so 

ispensed that at least the serious inequalities 
between States tend to disappear.” 

the netroT indicated in the Report that 

Kivil Situation was ‘‘to help backward States by 

But not T ^ treatment to them in the matter of grants.’* 
backwarrstatlr^^ preferential treatment to the 

report -“'>1 be'® ee? in the 

in^view the DrTrinlp'nr"® The Commission kept 

backward States. equalisation and the need of assisting 

we®toou''‘’„?®.i°^ gauging the need for dcvcioiiincnt 

primarv td,. ,• '**•'" ‘ ^Ptaad of 

ofthisTsnir 'i°S "'i States. A good measure 

betw en th! nf® ‘hu children 

-ho actually attend 

those ^ direction of lielping 

those States where a large leeway h„s to bo mad! 

The re™..,- ’■ ChapterVII) 

Ra 9 or“rerta 8 Itreriift. to the tune of 

tiun. ^These granfs'r^e^re ::,ea^rd 

was made for assis\*ing The States for "n 1955-56, provision 
aion of primary and basic fd, ml, • P'^°8rammes like expan- 
multipurpose schools etc on of 

Unfortunately w^Ie formula^ of matching grants, 

educationally backward States w ^ the position of 

The concep/on of matching g a^ Tr - view, 

been earlier criticised by fhf S -^oiid Kl™ ’ 
and the Intcrnatioiial Team set up bv "he7""“®® 

India, 1.1 them report on Teachers ai^d Oirri^ila r^Sudary' 
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Schools, (1054). In spite of the recommendations contained in 
the first plan and the suggestions made by various Committees 
and Commissions, no definite steps were taken towards 
remedying this malady and result was that the educationally 
backward States remained so at the eve of the Second Plan. 

C'6'3. In the Second Plan report, no specific recom- 
mendalidis were made for helping educationally backward 
States. In the course of the implementation of educational 
development programmes during the second plan period, the 
Centre sponsored a number of schemes whicli involved assis- 
tance on a inatcliing basis. The Second Finance Commission 
which reviewed the resources position of the States vis-a-vis 
the development plans in their report opined against the 
system of matching grants because the State Governments 
were unable to meet their share of expenditure on these 
schemes as all their resources had already been committed for 
the inescapable expenditure for (he implementation of the 
plan, (para 190). According to the Commission the match- 
ing grants may be useful in ordinary circumstances as provid- 
ing a stimulus to State action in particular spliere of activity 
usually in the field of social services in which the Centre 
desires to secure Countrywide development in the national 
interest. Tiicy have no place when the Country has an integ- 
rated and comprehensive plan which lays down priorities for 
the dcvcloi ment of all social services. The system of match- 
in" grants on any basis unifi rrn for all Stales is not equitable; it 
operates in favour of the richer and against the poorer State, 
(para 191). Keeping this in view, cent per cent grant was 
made available to States for such schemes like ‘Expansion of 
Girls Education and Training of Women Teachers’ and 'Expan- 
sion of Primary Education and Relief to Educated Unemploy- 
ed' etc. and for the first time assistance was given in relation 
to backwardness of the State. This has been a welcome step 
and is likely to assist the backward States to some extent. 

G 6 4. Statement III will provide an idea whether 
educationally backward States have sufficient revenue restur- 
ces when compared to educationally pngrtssive States to 
enable them to support education. On this basis the table 
on jjage 21 will indicate the ability of States to support 
education and the degree of educational effort. 
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(The fij!iiros rcliito to HloS-oO). 


State 


Ability to support Degree of Education 
Education Effort 

(Rank) (Rank) 


Assam 
Mysore 
West Bengal 
Punjab 
Bombay 

Jammu Sc Kashmir 
Kerala 

Madhya Pradesh 
Madras 

Andhra Pradesh 

Rajasthan 

Orissa 

Uttar Pradesh 
Bihar 


1 

2 

3 

4 

5 

6 

7 

8 
9 

10 

11 

12 

13 

14 


5 
2 
7 

3 
9 
1 

4 

6 

7 
6 

8 
11 
10 


C'6 d. Even with the best of efforts in the Second 
rlan, the educationally backward States arc not likely to 
progress much, as is indicated by the table below, which indi- 
cates the percentage of enrolment in classes I-V and VI-VIII 
to population m the age-groups G-11 and 11-14 respectively. 


State 


Age-group 6—11 


Bihar 

Jammu & Kashmir 
Madhya Pradesh 
Orissa 
Rajasthan 
Uttar Pradesh 


1955-56 

1960-61 

35-7 

55.3 

24-7 

47'4 

40 9 

510 

349 

507 

24-2 

431 

33*5 

43-5' 



State 


Age-group 11—14 
1956-56 1960-61 


Andhra 

Bihar 

J. &. K. 

Madhya Pradesh 
Orissa 
Rajasthan 
Uttar Pradesh 


13-5 

10*3 

11’9 

93 

7*2 

90 

140 


151 
20 0 
231 
17*6 
8*4 
15-2 
18 5 
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It wcmld appear frt'in the above that much leeway has 
yet to be made to bring up the baekward-States to the level of 
the rest. The possible reasons for the backwardness of the 
States are as under : — 

(i) Matching grants given by the Centre have perpe- 
tuated inequalities. 

(ii) The educationally backward States in some cases 
cotild divert funds from education to other pro- 
grammes. 

(iii) In the matter of allocation of funds, low priority 
was given to educational programmes. 

(iv) The size of the educational programme was related 
to the resources of the State Goverenments with 
the result that economically backward States could 
not provide more for education. 

G-6-G. The educationally backward States are gene- 
rally, socially' and economically backward and a balance has to 
be struck between the priorities to be given to programmes of 
development of natural and human resources. In the absence 
of this balance, a time lag is likely to occur w-liich may even- 
tually hold up development in agricultural and industrial fields. 
A realistic view of the situation has to be taken whether it is 
the economic and social backwardness which is holding up 
educational development or it is vice versa. 

6 7 Educational Survey. 

The Ministry of Education conducted an educational 
survey during 1957-58. This survey was conducted for each 
habitation or cluster of houses, which was never attempted 
before even during the census, when a village (i. e. a revenue 
village) was adopted as the smallest unit. On 31. 3. 57, there 
were 8.4 lakhs liabitations as against 5*3 lakhs villages. The 
position of the Country (except West Bengal, A. & N. Islands, 
L. M. & A. Islands, Pondicherry, NEFA & NHTA, which did 
not participate in the survey) in regard to primary schools in 
rural areas is summed up below : — 

(Figures in lakhs) 


(i) Number of Rural 
Habitations 

8.40 

% to Total 

(ii) Habitations with 
Schools 

2.29 

27.2 

(iii) Habitations served 
by Schools in 

neighbourhood 

3.71 

44.1 

(iv) Habitations not 
served by Schools 

2.40 

28.7 

8.40 

100.0 
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6'S Expansion of Primary Education. 

A scheme for the appointment of 60,000 teachers during 
the Second Plan was initiated in 1958*59. Under the scheme 
the Central Government pa}' financial assistance to the States 
on cent percent basis for (a) emoluments of teachers to be 
appointed under the scheme, (b) equipment grant (w Rs. 250 
per teacher (c) training of teachers (d) experiments in introduc- 
ing compulsion (e) appointment of 12U00 inspecting officers 
of the lowest rank. The distribution of teachers to the States 
and Union Territories is worked out in proportion to the 
number of Children of G'U not attending Schools. 

6‘9 Expansion of Girls Education. 

The low percentage of girls attending scliools is a big 
bottleneck in the expansion of jElemcntary Education. To 
overcome this drawback, the Central Government initiated 
during the Second Plan a scheme for the Expansion of 
Girls Education and Training of Women Teachers with an 
outlay of Rs. 2.4 crores. The Central assistance is made 
available to the States for the opening of new girls schools, 
training of Women Teachers, provision of attendance scholar* 
ships for girl student and teaclicrs training of 3-5 years duration 
for girls etc. The Central assistance is worked out in propor- 
tion to the number of girls in the age-group 6-14 not attending 
Schools. ® 


610 Training Programme of Teachers. 

XL adequate supply of trained primary school teahers, 

the Ministry of Education initiated in 1959-60 a scheme to 
expand facilities for teachers training with 100% financial 
assistance to States/Union Territories. The estimated 
expenditure on the scheme during Second Plan is Rs. 4 crores. 

611 Basic Education. 


thia there is likely to be considerable expansion in 

been raised 

rkhtlfn J of education is proceeding on the 

t Isfi r , ,1 Assessment Committee on basic Education 

slow the following factors responsible for 

Slow progress of Basic education. ^ 


(i) Basic schewU are conducted as isolated units 
/.-t ?;iyroundedby huge areas of ordinary schools. 

(11) ^oseincharge of administering Basic education 

education^^^*^^^*^”*^”®’ trainnig in Basic 


equipment 
lacking or did not 

reach individual schools in time. 
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(V) 

(Vi) 


Trainitu^ of Basic t^'achers in training institutions 
\vas far from satisfactory. 

Most of the basic schools were only 5 grade schools. 


Most of the teachers in basic schools arc trained in 
old methods and have not sufficient training in 
Basic education. 


The.so are some of the difficulties which ar'e retarding 
the qualitative progress of Basic education. 


612 Secondary Education, 

There has been rapid expansisn of schooling facilities at 
this stage. However, in the case of girls the expansion has 
not been very much marked as indicated below : 


Enrolment in classes IX-XI as percentage of the 
Population in the group 14-17 



1955-56 

1960-61 

(Estimated) 

Total 

80 

12-4 

Boys 

130 

19-2 

Girls 

2-8 

5-4 


The implementation of the recommendations of the 
Secondary Education Commission initiated in the First Plan 
lias continued during the Second Plan also. By the end of 
the Second Plan there arc likely to be 1550 multipurpose 
schools as against 365 in the beginning. Similarly the number 
of Higher Secondary schools by 1960-61 would be 1500 as 
against 77 in 1955-56. There are considerable variations 
in respect of the establi.shment of multipurpose schools from 
State to State. Shortage of teaching personnel continued all 
round. In the vocational subjects teachers are not available in 
the scales of pay ofi'ered. Though a number of State Govern- 
ments have established educational and vocational guidance 
bureaus they have not succeeded in reaching the schools to a 
large extent. The paucity of text books in multipurpose 
schools is acutely felt. The expansion of Secondary Educa- 
tion without any proportionate increase in the provision of 
facilities such as libraries, laboratories etc. has brought down 
the standards maicrially. Only 48-2% of the students passed 
the Matriculation and equivalent examination in 1957-58. 

6'13. University Education. 

No definite targets of expansion were laid down forthis 
field in tlic Second Plan. None the less the number ot 
students in Colleges and Universities excluding the pre- 
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University Class is exported tt) rise from 5-3 lakhs in 
to 7-2 lakhs in 1900-Gl. In the absence of proportionate 
increase in physical facilities, the increasing numbers has led 
to overcrowding and falHn standards etc. The 
of failures is very high ‘and leads to wastage. With t.ie 
establishment ofU. G. C., development grants have been 
made to Universities and Colleges for programme of imiirovc- 
merit such as tbrec-ycar degree Course, Kcholarslups, 
students welfare, students home. An important measure 
taken up by the U. G. C. and the Central Government during 
the Second Plan period is to improve the salary scales oi 
University and College teachers. 


614 Technical Education. 

An Expenditure of Rs. 59 crores is likely to be incurred 
on Technical education programme, out of the total provi- 
sion of Rs. 275 crores. The corresponding expenditure in 
the first plan was Rs. 20 crores. During the Second Plan, 
the proportion of development expenditure on Technical 
Education, was comparatively much larger than first plan. 


Development Development Col. 3 as% of 

Year Expenditure on Expenditure on Col. 2 

Education Technical 

Education. 



1951-56 

1956.61 


(Rs. in crores) 

152-9 20-2 13-2 

273 0 590 22-0 


As a result of the various measures, there has been 
considerable expansion in the provision of facilities for techni- 
cal education as indicated below : — 


Technical Institutions — Engineering Colleges and 
Polytechnics — Intake and Out-Turn 


Year 

Eng. & Tech. Colleges 


Polytechnics 

No. 

Intake Out-turn 

No. 

Intake Out-turn 

1956 

74 

6632 

4293 

Ill 

10242 4075 

1957 

74 

9778 

4290 

129 

15995 5034 

1968 

83 

11096 

4665 

167 

19332 6345 

1969 

86 

11432 

4750 

166 

21097 9900 

I960* 

97 

13498 

6310 

193 

25291 10397 



• Estimated, See, Third Five Year Plan, p. 615. 
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G15 Literary. 

A very rough measure of social eflBciency of a pepole is 
the percentage of literates among them. No targets of 
literacy were laid down in the Second plan. As a result of 
tlie various educational measures, the literacy is estimated 
to rise from 20 percent in 1951 (30 percent in case of men and 
9 percent in case of women) to 28 percent (41 percent in case 
of men and 13 percent in case of women). But it will be long 
before cent percent literacy can be attained. 

STATEMENT I— (For Para— 6 2) 

Expenditure on Education in Second Plan 

Plan Outlay Estimated Excess (+) 
State/Union Territory (1956-61) Expenditure Shortfall ( — ) 

(1956-61) 


Andhra Pradesh 

Assam 

Biliar 

Gujarat ) 
Maharashtra J 

Jammu & Kashmir 
Kerala 

Madhya Pradesh 

Madras 

Mysore 

Orissa 

Punjab 

Rajasthan 

Uttar Pradesh 

West Bengal 

A. & N. Islands 

Delhi 

Himachal Pradesh 
Manipur 
N. H. T. A. 

Tripura 

L. M. &. A. Islands 
N. E. F. A. 

Pondicherry 

TOTAL 


(Rupees in 

Lakhs) 

1264-23 

1182-57 

714-71 

713-00 

2283-08 

1908-45 

2296-71 

1020-05) 

1524-545 

285-00 

202-57 

1010-49 

1028-00 

2062-80 

1494-66 

1153-98 

1336-28 

1188-07 

1106-94 

638-12 

648-67 

1477-17 

1024-23 

1056-25 

1406-67 

2654-19 

1761-28 

2216-56 

2722-89 

27-40 

13-75 

380 00 

412-67 

114-00 

71-78 

57-00 

67-71 

12-22 

49-90 

112-16 

128-97 

12-40 

12-19 

60-00 

63-47 

58-66 

32-10 

21125-19 

19933-34 


(-) 81-66 
(-) 1-71 

(— ) 374-63 

( + ) 247-38 

{-) 82-48 
(+) 17-61 
(— ) 566-14 
(+) 182-30 
(-) 81-13 
( + ) 10-65 
(-) 462-94 
( + ) 350-42 
(— ) 892-91 
( + ) 506-33 
(— ) 13-65 
( + ) 32-67 
(-) 42-22 
(+) 10-71 
( + ) 37-68 
( + ) 16-81 
( + ) 0-21 
( + ) 13-47 
(-) 26-55 


(-}1191-85 
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STATEMENT II— (for Para-0'01) 
Schooling Facilities for Various Age-Group* 


(In Percentages) 



G_U 11—14 14—17 

State/Un ion 1 955^ 196^ 1955- 1900- 11955-1900- 

Territories 56 Cl 56 61 ' 56 01 



Andhra Pradesh 56'7 58‘2 13’5 15*1 8*4 8*5 

Assam 69*4 60*6 21*9 31'3 11*6 181 

Bihar 35*7 55*3 10*3 20*0 5*9 12*8 


Maharashtra 

lc6*5 

70*8 *1 

i 

- 18*1 

26*7 ' 

1 8*6 

12*3 

Gujarat 

f 

64*0 J 


47*6 

1 

23*9 

Jammu & Kashmir 

24*7 

47*4 

11*9 

23 1 

5*5 

7*6 

Kerala 

109*1 

107*0 

36*8 

49*4 

19*5 

21*2 

Madhya Pradesh 

40*9 

51*0 

9*3 

17*6 

3*0 

4*7 

Madras 

66*4 

74*3 

21*3 

28*2 

9*3 

12*6 

Mysore 

57*8 

71*9 

16*5 

23*3 

9*2 

10*2 

Orissa 

34*9 

50*7 

7*2 

8*4 

2*9 

4*4 

Punjab 

56*6 

63*4 

25*8 

29*7 

11*3 

13*8 

Rajasthan 

24*2 

43*1 

9*0 

15*2 

4*1 

7*6 

Uttar Pradesh 

33*5 

43*5 

14*0 

18*5 

7*6 

12*1 

West Bengal 

73-6 

77*3 

19-4 

26-3 

9*1 

16*3 

A. &. N. Islands 

C3-3 

92 0 

15*8 

13*3 

0-5 

100 

Delhi 

78*4 

93*9 

48*6 

62*6 

18*6 

51*3 

Himachal Pradesh 

47-4 

59*4 

16*4 

37*5 

5*2 

10*2 

Manipur 

87*3 

64*7 

19*7 

35*5 

10*9 

9-5 

Tripura 

62*2 

81*0 

19*2 

36*3 

7*3 

1*3 

U.M. & A. Islands 

69*6 

50*0 

2*0 

10*0 




NEFA 

Pondicherry 

India 


6*2 

49*6 

61*9 


7*9 

84*1 


0'9 

13*9 


1*3 

27-7 


61*4 16*2 23*9 


1*5 0*7 

3*4 n o 

8 0 12*4 


weve, v::/pCreo" - 
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.Source C. S. O.; on population in t Figures relate to 1957-58. 

mter-oensuB years See Vol, I, Ch. II, para 6. 

•2 se® Vol I, Ch. I Tables 16 and 17. 
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7. Education in the Third Five Year-Plan. 


7*1 It is necessary to analyse the programmes of 
education in detail in the Third Five Year Plan. Article 4.'j 
of the Constitution of India laid down the directive prineijilo 
regarding provision for free and corapulsory eilucation for 
children while Article 41 enjoined that elfcctive provision be 
made for securing the right to education. The Coji'titntion of 
India, therefore, recognised the self-evident proposilioii that 
the system of Education has a significant induence on the 
rate of development in a Countrj^— economic and social. To 
ensure any steady move forward, it is necessary to ensure a 
rapid expansion of educational facilities culminating in the 
introduction of Universal and Compulsory education. So 
great is the significance of this factor that tliinker-s in all 
ages have recognised its importance and as Alfred Marshall 
put it "no change would conduce so much to a rapid increase 
of national wealth as an improvement incur Schools 'and 
specially of middle grades; provided it could be combined 
with an extensive system for scholarships, which will enable 
the clever son of a working man to rise gradually from school 
to school till ho has the best technical and productive 
education which the age can give." 


7-2 In planning the mo'.t pressing problem is that of 
pnorities-pnonty amongst the different stages of education 
and the needs and claims whithin each stage. The claims of 

“r really complementary and integrally intcr- 

in tho^ context of 

inadequate resources, they are apt to become competitive 

rxnatLn'l ‘el ^ P^grarnme of 

staces of ed," e" P‘'™a’-y stages; the emphasis in other 
DrimariW '"'‘•“‘'“"-secondary, social and University was 
Ttand f 'mprovement of quality, tlie raisin<r of 

t?m f “f contents of ed’uca- 

Education, included in the Third Plan, the emnliasirT 

aglgrorn’e"!!*^ facilities for Universal education for° the 
g group 6-11, improvement of science education nt 
s ondary and Universisy stages, training of teaehL of ad 
grades and expansion of technical education. * 

ing tho-e re!‘aUn^to"t ‘eg]: incli.d- 

Year Plan chapters XXIX to XX^I Third Five 
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anticipated oxpcniliture of Rs. 273 crores during the Second 
Plan. This includes Rs. 413 crores for general education and 
cultural programmes and Rs. 168 crores for technical educa- 
tion compared to Rs. 214 crores and 59 crores respectively in 
the Second Plan. The break up of estimated outlay between 
Central and State sectors is Rs. 167 crores and Rs.402 crores 
as against Rs. 76 crores and Rs. 197 crores respectively in 
the Second plan. The distribution ef outlay between 
different fields of education in the Second and Third Plan is 
given below: — 

{TABLE for 7*3) 


Esti- Percen- Antici- Percen- Percen- 
mated tage to pated tage to tage 
Expendi- total outlay total Increase of 
ture during on Third (4) over (2) 

Second Plan 

Plan 


Group 


( 1 ) 


Elementary 
Education 
Secondary 
Education 
University 
Education 
Technical 
Education 
Miscellaneous 
(including Social 
Education & 
Cultural 
Programmes. 

Total 


(2) 

(3) 

(4) 

(5) 

(6) 

(Rs. in Crores) 



92*0 

33*7 

203*0 

35*7 

120*7 

46*0 

16*9 

87*0 

15*3 

89*1 

44-0 

16-1 

78*0 

13*7 

77*3 

59*0 

21*6 

156*0 

27*4 

164*4 


32 0 11-7 


450 


7-9 


40-6 


273*0 100*0 


569*0 1000 


108*4 


7-4 Statement I provides an idea of the estimated out- 
lay on Education in various fields during the Third Plan indi- 
cating estimates of Statewise outlay. 

7-5 With the implementation of the educa^onal 
^Ipvelonment programmes in various States during the Third 
.iTn nS the number of children of various age-groups in 
gchooU is likely to go up considerably by 1965-66 as under . 

^For details see statoment II). 
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Age-Group Estimated 

Enrolment 
in 1960-61 

Estimated 
Enrolment 
in 1965-66 

Additional 

Enrolment 

%Incrco6o 


(Figures in lakhs) 


6-11 

337 

482 

145 

43-0 

11-14 

58 

100 

42 

72-4 

14-17 

30 

53 

23 

7^-7 


The above figures suggest that the efforts made so fa^ 
and those envisaged in the third plan are by no means small. 
They have, however, to be seen against the background' of 
the magnitude of the problem which brings out the still 
enormous tasks to be carried out. 

7‘6 Elementary Education. 

7 6 1. In a Welfare State, it is of paramount impor- 
tance ^hat every citizen receives at least the basic niiantiim 
01 primary education. Ignorance not only prevents the 
democratic ideal from being fully realised but also acts as a 

break on social growth and economic advancement. In fact 

inr. f'''' because of lack of elementary 

education the full benefit of reforms mother spheres of life 

of f estimated that by 

schooling. But there is 
Still a marked disparity between boys and cirls attendintr 

schools, although this is steadily diminishing. It is mainly 
because of this factor and because some areas are especially 
backward that the proportion of children of 6-11 atLndins 

schools by the end of third plan may not exceed 80 per 
In the case of boys it should be possible to ensure^ almost 
umversa I coverage but in the case of girls the percentace 

Srin^H percent. Similarly the proportion of 

pupils in the age-group 11-14 will have risen to about 24 

percent by the end of Second plan period In this rroiio 
With tL between boys and girls' is considerable 

With the execution of elementary education exuansion nrr. 

pamme, the percentage of pupils of age-group 11-14 iq l,kp]J 
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7'6'2 Tlic Assessment Committee on Basic education 
(1050) recommended tliat the system of areas should no longer 
be the sole method of expansion of Basic education. Instead 
the entire field of elementary education should be subjected 
to a propramme of gradual conversion to basic pattern so as 
to make them properly receptive to change when it comes to 
them. Such an orientation programme has already been 
initiated in tlic second plan and will be carried forward in 
the Third plan. But in view of the large number of schools 
involved ami the fact that the majority of the existing 


teachers have not had training in Basic education, progress 
towards fully developed basic schools will of necessity be 
spread over a long period. These schools will take up such 
activities as can be carried out with maximum community 
effort and with the measure of State assistance that can be 
made available fur the jmrpose under the plan. The orienta- 
tion programme reciuircs large number of basic trained 
teachers. The emphasis on teaclicr training on basic lines is 
considerably being increased in the Third plan so that by 
tlie end of the plan period all training institutions will be of 
basic tyre as against 70% by the end of Second plan. To 
improve the (iuality of teaching, the period of training for 
elementary school teachers is proposed to be extended to 
two years besides provision of liberal facilities in respect 
of equipment and library. 

7-6'3. Progress towards Basic education will largely 
depend on the steps taken to remove the limitations of 
existing basic institutions. This inUr-alia calls for much 
effort in ensuring adequate training, improvement m teaching 
methods, efficient inspection, provision of suitable iterature 

^nd conscious efforts to link the activities of basic schools 

with those of the local community in the Geld of 

village industries, community development, social education 

lie To work out effective links between the 
llal development activities, it is proposed 
senior basic schools in the selected devclopme 
A feature of the past programme in the expansio 
tJuM has been that it was largely conGned to rural ar^ 
A^nuinber of model basic schools arc therefore, proposed to 
be set up in urban areas during the third plan period. 

7 C'4 Education of girls is posing a problem 

hnpleincnted during the third plan period are . 
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(i) Free tuition for girls. 

(ii) Attendance scholarships and prizes. 

(iii) Free supply of books, stationery and clothing. 

(iv) Separate part-time and continuation classes h^r 
girls. 

(v) School mothers in co educational institutions wliere 
there arc no women teachers. 


(vi) Hostels for girls. 

(vii) Free residential accommodation for women teachers 
in rural areas. 

7*7 Secondary Education. 

Tl-\. The three main directions in whicli it is proposed 
to continue the reorganisation of Secondary education during 
the Third plan are : (a' to increase facilities for science 
education (b) to improve the multipurpose schools cstablislicd 

r number to a 
secondary schools as 
higher secondary institutions and to convert existing secon- 
dary schools to this pattern to the extent feasihle. Bv tlie 

hkelfto ho for science education arc 

like y to he available in about 11500 schools. During the 

third plan It IS proposed to extend this facility to 4000 new 

secondary schools to be opened during this period in addition 
to the remaining 3500 secondary schools. Besides sdei e is 

n“ introduced in as many'scToolI i s 

diffi the provision of laboratories the main 

tW trained - ‘he lack of a^u '! 

ssEVv"" sE,:; 

distributfnn ^PParatus and arrangements for the 

which are likely tTbTrm'p^nrd 

main emphasis in the third fivo^ instruction, the 

improving the inst lutinn^ five year plan has been put on 
a Umited number of new muV" purest sehoolT^ 

plan period 2000 e Jstinl' hi.V sehoZ wMl . the 

higher secondary standard ^ upgraded to 

secondary schoofs.^^^^^ opening 4000 new higher 
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7‘8 University Education. 

7'8‘1 It is generally recognised that, to a large extent, 
the success of democracy depends upon a selfless, intelligent 
and well-informed leadership which is a direct consequence 
of high standards of general, vocational and professional 
education. Dissemination of learning, incessant search for 
new knowledge and provision of specialised instruction to 
satisfy the occupational needs of society are the vital tasks 
0 f higher education. Universities in India because of their 
long history, have to maintain a link between tradition and 
experiment, between the values of the past and the challenges 
of the future. As repositories of culture and pioneers in 
blazing new trails, the Universities have the responsibility 
of evolving courses which reflect the many side of Indian life 
and provide a meeting ground where the achievements of our 
own people can be combined with the knowledge and 
experience of the outside world. In mundane terms, all 
this implies the necessity of assuring , increased provisions. 

7-8’2 During the third plan, the programmes initiated 
in the second plan for qualitative improvement and 
improvement of teacher-pupil ratio, grants for research and 
publications, organisations of seminars and provision of 
amenities for students will be continued and additional 
facilities provided in numbers as well as for improvement. 
It has been suggested that admissions should be regulated 
on the basis of adjudged capacity of students to benefit from 
such education but this would be possible only after the 
techniques of guidance, examination and selection have been 
perfected and this alone may take years of planned effort. 
Till then allowance has to be made for the normal expected 
increase. The programmes to be undertaken in the Third 
plan include provision of facilities for science teaching, 
raising of the scales of pay of teachers, improvement of 
laboratories and libraries, provision of post graduate studies 
and rc.scarch scholarships and loans, assistance for hostel and 
staff quarters and other schemes such as rural institutes, 
evening colleges, correspondence courses and pilot projects. 
One of the main tasks in the Third plan will be to expand 
facilities for tlie teaching of science, the aim being to raise 
proportion ofscience students to about 40 percent. This has 
been necessitated to meet the increasing demand in a number 
of different fields — science teachers for schools, students for 
engineering and other technical institutions, industries etc. 

7.8'3. To improve the content of education at tlie 
University Stage, the measures initiated by the University 
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Grants Commission in the Second plan sucli as intnnluction 
of three year degree course, improvement of lal>oratorics and 
libraries, development of post graduate studies and research, 
institution of merit and research scholarships, improvement 
of salary scales of teachers etc. etc. will be continued during 

the Third plan. The U. G. C. assists the Universities for 
Development Schemes for five years after tlie inception of 
the scheme. Thereafter it is the responsibility of the 
University to meet the expenses from their own sources. 

7'9 Miscellaneous. 

The other progi;ammes included in the Tliird jilan 
include intensification of a social education, development of 
languages and culture, youth programmes and the establish- 
meot of the National Central Reference Library. To imp- 
rove the content of education so far as moral and social 
values are concerned, the plan includes schemes for the 
preparation of suitable texts designed to stimulate interest 
and faith in moral and social ideals, the imparting of moral 
instruction and arrangements for organised social service 
involving participation in community work. 

7'10 Technical Education. 

7’10‘ 1. It is a well established fact that technologi- 
cal advance is necessary for any economic development in 
the increasingly complex industrial and social organisation 
towards which modern society has been moving. As long as 
a nation educates only a small proportion of its children the 
instruction given could be only of a special or liberal kind for 
men who on account of their means were able to get an 
exclusive and costly liberal education. But when a nation 
decides to take to school almost all its young people upto the 
age of 14, it is most important that education given in later 
years should be appropriate. Otherwise large numbers may 
be prepared for a type of life which they will not be able to 
lead. Facilities for vocational training on a large scale here 
will have their significant function. During the lifetime of 
young children for whom we are making elementary educa- 
tion free and compulsory, the spread of technology in this 
country will have changed the vei*y values and ways of 
living. 

7*10* 2. During the second plan, significant advance has 
been made in the field of technical education. The Third 
Plan envisages an outlay of Rs. 156 crorcs in this field against 
Rs. 69 crorcs in the Second Plan. During this period, it is 
proposed to increase the annual intake of degree students by 
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about 4000 to 17,500 and of diploma holders by about 9000 
to 34000. This increase will be brought about by the 

expansion of admission facilities in the existing institutions 
and opening of new ones. During the period 1961-66, 14 new 
colleges and 41 new polytechnics are likely to be established 
in addition to 49 junior technical schools as adjuncts to 
Polytechnics, in various States. Statement HI gives a state- 
wise account of the additional institutions to be established 
and the additional intake in institutions of various standards 
during the plan period. 


7- 10*3. Besides the setting up of new engineering 
institutions, the main programmes in the field of technica 
education relate to the development of school of Mines and 
Applied Geology, Dhanbad, Delhi Polytechnic, the Indian 
Institute of Technology, Kharagpur and the other Institutes 
of Technology set up in Bombay, Madras and Kanpur during 
the Second plan. The existing four schools of Printing and 
the Institute ofTown and Country Planning will be further 
developed. The schemes relating to Practical Training 
Stipends and Research Training Scholarships will oe 
continued. The continuation programme of the 8 Regional 
Engineering Colleges and 27 Polytechnics and the expansion 
of facilities in selected institutions initiated in the secona 
plan will be completed. The five year integrated course 
in engineering/technology will be introduced in a 

of institutions. Provision has also been made for replacing 

the obsolete equipment and for improving the ill-equippea 
engineering institutions. The programme also provides lor 
scholarships, hostels and improvraent in the salary sea 
teachers.* 


710- 4. Shortage of teaching personnel 

block in the expansion of technical educatio . ,, j 

of training fellowships in selected ^ + teaching 

expected to attract large numbers to this profession and ease 
the situation to a great extent. 


1 

~ ' V F^rTd toibiuon S institutions by Stales see Third 

Five Year Plan, p. 615. 
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STATEMENT II— (for Pdia 7.5) 
Enrolment during the Third Five Year Plan* 

(TTl TTU 14-17“ 


State/ Additional Total Additional Total Additional Total 

t 

Union Enrolment 

by 

Enrolment 

> by 

Enrolment by 

Terri- 


1965- 


1965- 


1965- 

tory 


66 


60 


66 

1 

2 

3 

4 

5 

6 

7 




(Figures 

in lakhs) 


Andhra 

16.00 

44 20 

2.58 

6.13 

0.50 

2.36 

Pradesh 







Assam 

4.40 

15.06 

0.50 

2.66 

0.28 

1.33 

Bihar 

16.00 

48.00 

3.75 

9.25 

1.90 

5.00 

Gujarat 

8.00 

24.00 

N.A 

N.A 

1.42 

4.20 

Jammu 







& 







Kashmir 

1.36 

3 33 

0.28 

0.76 

0.06 

0 21 

Kerala 

3.08 

26.52 

1.83 

7.27 

0.30 

2.55 

Madhya 







Pradesh 

10.00 

30.00 

1.70 

4.96 

0.82 

1.58 

Madras 

11.83 

45,54 

3.00 

9.36 

1.30 

3.97 

Maha- 







rashtra 

8.22 

47.14 

12.36 

19.14 

7.70 

10.57 

Mysore 

10.00 

31.44 

3.73 

7.46 

0.72 

2.19 

Orissa 

6.00 

16.00 

0.85 

1.70 

0.40 

0.80 

Punjab 

6.00 

22.86 

1.80 

5.60 

0.80 

2.43 

Kajas- 







than 

8.00 

19.50 

1.94 

3.85 

0.67 

1.53 

U.P. 

26.07 

66.30 

3.50 

11.60 

2.28 

7.40 

West 







Bengal 

7.00 

34.47 

3.94 

8.94 

3.57 

6.51 

A.&.N. 

' 






Islands 

0.02 

0.06 

0.01 

0.02 

N.A. 

N.A. 

Delhi 

1.13 

3.24 

0.60 

N.A. 

0.38 

N.A. 

Himachal 







Pradesh 

0.34 

1.17 

0.09 

0.32 

0.03 

0.08 

L.M.&.A. 







Islands 

0.01 

0.05 

O.Ol 

0.01 

0.0 

0.01 






(450) 

(500) 

Manipur 

0.30 

0.88 

0.03 

0.17 

0.02 

0.05 

N.E.F.A. 

0.10 

0.16 

0.01 

0.02 

0.0 

0.01 






(300) 

(500) 

N.H.T.A. 

0.06 

0.17 

N,A. 

N.A. 

N.A. 

N.A. 

Pondi- 







chcry 

0.12 

0.47 

0.02 

0.10 

0.03 

0.06 

Tripura 

0.50 

1.31 

0.13 

0.27 

0.04 

0.08 

India 

144.54 

481.87 

42.66 

99.59 

23.22 

- 52.92 


• Estimated ; see, however, Third five year Plan, pp. 604-C06. 
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STATEMENT III— (f»tr Para 7.10.2) 
AcUlitional Institutions and Seats during* Third Plan. 


State/ 

Union 

Territo* 

ries 


Additional Institutions Additional Seals 

Junior 

Dogroo Diploma Techni- Degree Diploma Sandwich 

cal course 

Schools 


Andhra 


1 



180 


Pradesh 

Assam 

1 

1 

6 

310 

240 

— 

Bihar 


6 


134 

1080 

— 

Gujarat 

1 

2 

— 

250 

360 

— 

Jammu 

& 

Kashmir 


• 


— > 



Kerala 

1 

1 


340 

490 


Madhya 

Pradesh 

1 

5 

10 

300 

610 


Madras 

I 

2 

20 

610 

700 


Maha- 

rashtra 

2 

5 


400 

800 


Mysore 


— 


210 

300 

- - - 

Orissa 

1 

2 


310 

300 


Punjab 

1 

4 


370 

660 

120 

Rajas* 

than 

1 

2 


365 

450 



Uttar 

Pradesh 

1 

5 

8 

240 

1800 


West 

Bengal 

3 

4 

1 

300 

720 

350 

A.&.N. 

Islands 








Delhi 


2 

4 


480 


Himachal 

Pradesh 


-1 






L.M.&.A. 

Islands 

Manipur 


— 

— 

N 

60 

— 

N.E.F.A, 

— 

- - 





N.H.T.A. 







Pondi- 

cherry 







Tripura 

— 







470 


• Tentative ^stimatQs. 
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8. Medical and Public Health. 

8.1 Second only to requirements of education, come 
the requirements of health of the people. In fact, the 
accej)tance of the ideology of a Welfare State logically im- 
plies the acceptance of the idea of medical relief ceasing to 
be the perquisite of a few, and becoming the right of the 
many. Item 6 of the State List ;List II, Seventh Schedule 
of the Constitution of India) makes “Public Health and 
Sanitation ; hospitals and dispensaries”, State subjects. It 
would, therefore, appear that Union Government have little 
direct responsibility in regard to health ; but, it would be 
unwise to, therefore, simply confine its activities to “co- 
ordination, the Collection and supply of information, supply 
of technical assistance and advice, and such other assistance 
as can be giv'en for the promotion of the health and well- 
being of the Countr 3 ^” A more dynamic approach is neces- 
sarj', for, as Raj Kumari Amrit Kaur’ put it : — 

“Disease knows no barriers. Likewise, measures against 
it can have no barriers, international or provincial. Health 
measures must, therefore, be all embracing and cover every 
part of India”. 

8*2 In India, as perhaps in all countries of the world, 
sections of the population live under conditions which are 
generally considered unsatisfactory and which consequently 
ought to be improved. There is widespread agreement on 
the importance of health as a component in the level of 
living, and, in every country there is unquestioned accep- 
tance by the State of its responsibility in this respect, the 
Constitution of India recognising (Article 47j the improve- 
ment of public health as a primary duty of the State. 

S H The Third Five Year Plan divides health pro- 
gramme into six broad categories : — 

(1) Improvement of environmental hygiene, specially 
rural and urban water supply ; 

(2) Control of communicable diseases ; 

(3) Provision of adequate institutional facilities to 
serve as a base for organising health services ; 

(4) Provisionof facilities for'the training of medical 
and health personnel ; 

(/)) Family Planning ; and 


7. p. XIV, Health in Independent India {Ministry of Health, 
Now Delhi, (1957). 
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(6) Public health services, including maternal and 
child welfare, health, education and nutrition. 

8‘4 The table given below shows the distribution of 
outlay under different heads under the three plans *. 

Outlaw's on Health P rogrammes (Rs. crorcs) 

First Plan Second Plan Third Plan 

(Proposed 




\ a 

outlay). 

outlay). 

1. Water supply and 
sanitation ‘Rural 
and Urban). 

49-0 

72.0 

80.0 

2. Primary Health 
Units, hospitals 
and dispensaries. 

25.0 

37.0 

50.0 

3. Control of com- 
municable dis- 
eases. 

23.1 

69.0 

92.0 

4. Education and 
training. 

21.6 

35.0 

38.0 

5. Indigenous 

system of 
medicine. 

0.4 

4.0 

8.0 

6. Family planning. 

0.7 

3.0 

25.0 

7. Other schemes. 

20.2 

5.0 

7.0 

8. Total. ~ 

140.0 

225.0 

300.0 

Percentage increase 
over first Plan. 


60 


Percentage increase 
over second Plan. 
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8.5 The Third Plan proposes to place greater emphasis 
on preventive public health services and on the eradication 
and^ control of communicable diseases. The programmes 
initiated during the first two plans would be continued in 
the third plan. The programme in the third plan includes 
the establishment of field training and demonstration ceiitres, 
setting up of health education bureaux in States in which 
these do not at present exist, training of health education 
specialists formation of social education units, organisation 
ot health education services and the production of health 
education material. 
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Tlie following groups have been indicatetl as requiring 
special care : — - 

fa> expectant and nursing roothers, and, infants ; 

(b) school going children. 

8.G Revenue Expenditure on Medical and Public Health. 

(Ks. lakhs.) 



1956- 

67 

1957- 

58 

1958- 

59 

1959- 

60 

R.E. 

1960- 

61 

B.E. 

I. Centre. — 

6.22 

13,21 

13,41 

17,18 

20,85 

II. Total expendi- 
ture of the 
Centre. 

500,52 

658,86 

706.42 

795,35 

890,13 

Percentage of I 
to II. 

1.2 

2.0 

1.8 

2.2 

2.3 

Til. States — 

47,86 

51,58 

58,00 

74,50 

83,14 

IV. Total Expendi- 
ture of States. 

644,58 

689,57 

768,40 

872,25 

949,01 

Percentage of III 7.4 
to IV. 

7.5 

7.5 

8.5 

8.7 

V. Centre’s Grant 

3,89 

6,53 

10,79 

12,49 

19,77 


to States for 
Medical and 
Public Health. 

8.7 Since in matters of health facilities, 6nancial out- 
lay is not always a clear indication of the progress of 
facilities, the table given below attempts a quantitative 
evaluation : 

No. of Hospital, Patients treated and Doctors- 


S. No. Items. 

1950 

1951 

1955 

1957 

1958 

1. 

No. of Hospitals. 

2,641 

2,694 

2,966 

2,733 

3,407 

2. 

No. of Dispensa- 
ries. 

6,803 

6,515 

6,539 

7,275 

6,567 

3. 

No. of Beds. 

111,512 

117,178 

138,804 

144,762 

164,127 

4. 

No. of patients 
treated (in 
Million Nos.) 

82.4 

100.8 

134.3 

124.7 

126.9 


(a) Indoors. 

(In million 
Nos.) 

3.2 

3.5 

8.6 

6.0 

6.9 


— Continu^i 
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a 

No. Items 

'“1950 

19,51 

1955 

1957 

I95S 


(b) Outdoors. 

79.2 

97.3 

125.7 

118.7 

120.0 


(In million 
Nos.) 






6. 

Registered 
Medical Practi- 
tioners. 

59,338 

61,480 

70,152 

75.448 

78,258 

6. 

Patients treated 







per-medical 

practitioner. 

1,388 

1,639 

1,914 

1 ,053 

1,621 

7. 

Indoor patients 
per bed. 

29 

30 

G2 

41 

42 


(For details See Vol, 1, Ch Ii Tables 20 and 21). 

8*7 Any continuing scheme of improvement in facili- 
ties relating to lieaUh, must necessarily imply an increasing 
provision for Medical Education — the position in respect of 
which is indicated in tftie table below ; — 

Medical Education (Numbers) 


S. No, Items 


1950- 1951- 1955- 1957- 1958- 1959- 

51 62 66 58 69 60 


55 


2,521 3,560 4,091 4,554 4,904 


Medical Colleges. 

1. Olleges. 30 30 40 48 51 

2. Pupils admit- 
ted. 2,676 

Denial Colleges. 

1. Colleges. 4 4 6 7 7 10 

2. Pupils admitted. 83 85 178 202 230 350 

• iL ^ ^ ^ primary indicator of health conditions in a country 
IS the expectation of life at birth, and, both its absolute 
level and its trend over time is usually taken to show im- 
provements in health conditions. In this connection a 
series of official life tables are available for a number of 
census decades, and, some of the gaps have been filled up by 
the work of individual research experts. The position in 
India has been indicated in Volume I, Chapter II, Para 2-4. 

8*9 An important index of improved health measures 
IS a declining death rate, especially a decline in the rate of 

problems relating to which have been 
discussed in Vol I, Chapter II, paras 2.3, 2.5 and 3*2-2. 

RchPTTifif^ The very first consideration in any large scale 

tfruor. of health of the nation is 

to make available to the people of the country adequate and 
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properly balanced nutritive food. However, in an economic 
system based on personal earnings and consumption-pur- 
chase, the supply of adequate nutrition is essentially a 
question of raising the incomes and standards of living of 
the individuals, especially those who are living on the verge 
of bare subsistence. The Prime Minister has stated® : — 

“Poverty and health do not go together 

A war on disease and ill-health is, therefore, 

essentially a war on poverty and all its evil brood. 
Tn effect, it is the raising of the standards of the 
nation in every way, and we come back to our 
Five Year Plans whose aim it is to do this.” 

811 How much is spent on medical facilities by the 
poor citizen in India ? This is an important question since, 
in spite of the growing expenditure by the State on medical 
facilities, the bulk of the cost of medical treatment must 
fall on the personal expenditure of the individual. It is 
unfortunate that reliable data on consumer Expenditure is 
not available in India ; but, some interesting studies can be 
made on the basis of such data as is available (vide Sankhya 
Vol. 20, Parts I and II) from the National Sample Survey. 
(The limitations of this data have been pointed out in Vol I, 
Cl). Ill, para 22). However, the following table gives some 
information for medical expenditure : — 


Consumer Expenditure in “Medical” 
(Per Person for 30 days) 


Expenditure 
Classes per 
person per 
month (Rs.) 

(All-India : Rural and Urban) 

Average Percentage 

Expenditure of total 

per month (Rs.) expenditure 

0— 8 

0.01 

0.16 

8—11 

0 09 

096 

11—13 

O.ll 

0.92 

13—15 

0.19 

1.36 

16—18 

0.27 

1.64 

18—21 

0.37 

1.89 

21—24 

0.46 

2.04 

24—28 

0.51 

1.98 

28—34 

0.84 

2.74 

34-43 

1.21 

3.21 

43—55 

1.73 

3.66 

55 & above 

3.90 

4.C8 

all classes 

0.43 

2.29 


Source : N.S.S. December 1955— May 1956. 


8. Foroward lo Hoaltb in Independent India (1957). 
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The above data can be converted into an index for 
facility of quick comparison by adopting the average expen- 
diture per month for all classes as the basis for comparison 
and regarding it as equal to 100. The expenditure on 
medical facilities is then calculated as a percentage of it 
and expressed in the form of an index-number showing the 
increase taking place with an increase in level of total 
expenditure. 

The following table gives some idea of the effect of 
rising levels of expenditure on specific expenditure on 
medical facilities : — 


Index Number of Consumer Expenditure 
(Per person for 30 days ; All India— Rural and Urban) 

(Medical) 


Expenditure 
classes per 
person per 
month 
(Rs ) 


Average 
Expenditure 
per month 

(Rs.) 


Percentage 

of 

total expenditure 
(Rs.) 


' ( 1 ) 


0—8 
8-11 
11—13 
13—15 
15—18 
18—21 
21—24 
24—28 
28—34 
34—43 
43—55 
55 & above 
All classes 


( 2 ) 


21 

26 

44 

63 

86 

107 

119 

195 

281 

402 

907 

100 


_(3) 

7 

42 

40 

59 

72 

83 

89 

86 

120 

140 

ICO 

204 

100 


. . (Source : N.S.S data December 1955-May 1956 ) 

are many (See Vol T pk ttt ^ National Sumple Survey 
wise to draw any Lm would be un 

(of sarnplini) miy ^woh data as errors 

the table does brina nb/Mtf comparisons. However, 

group is verv hitrb that expenditure in the top 

“medical care seem to'te tLT'^h “'t 

which only the ricberTeoplect^'fforl^^^ 
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8’ 1 1 The Third Plan. Considerable increases in outlays 
on health programmes have been undertaken for the third 
plan. As against outlays of Rs. 140 and Rs. 225 crores 
in the First and Second Plans respcctivclj% programmes in 
the Third Plan involve a total outlay of obout Rs. 342 crores; 
about Rs. 297 crores being in the States * and the rest at the 
centre. To quote from the Third Five Year Plan: — 

“The broad objective of the health and family pro- 
-.rnmmes in The Third Plan is to expand health services to 
brin«' about progressive improvement in the health ol the 
neoide bv ensuring a certain minimum of physical well-being 
and to create conditions favourable to greater efficiency 
and productivity*. Increased emphasis will be laid on 
preventive public health services." 


9. The States and Social Services. 

9- 1 As has been pointed out earlier, the Constitution 

of India demarcates the functions between the 
the States in such a way as to impose on the States the 
major burden of maintaining the social services, 
emergence of a centrally conceived plan, houe\er, le 
considerable assistance being provided from the Centre for 
developmental activities to the States. Further, a *^stinction 
between Plan and non-Plan expenditure gradual y emerged 
whichwas, in essence, a distinct on to 

expenditure on schemes included in a given plan . 

ur expenditure not so included. It is obvious tha the 

distinction is both artificial and based [XunS 

concepts rather than on any scientific f"n"tio . 

for in a given year some expenditure 'Say) 

would be treated as Plan expenditure while ^ , JP jn 

Jure on education itself would be treated as noU'plan. In 

short, the plan expenditure of one period ^ 

expenditure in the subsequent plan period and ^ r g ^ 

normal or committed or non-plan *^"7or neither 

distinction, it is obvious, is hardly or 

the cliaractor of the expenditure nor its e . . 
social effects are in the least modified by such a dis 


9- 2 It would, therefore, be more appropriate 
demarcate public expenditure, as : 

(a) Developmental, including therein 

(i) Education, 

(ii) Medical and Public Health 


•For Stutewieo dotaila, See Vol. 1, Cb. Fare 7. 
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(iii) Agriculture and rural development 

(iv) Community Development 

(v) Animal Husbandry and Cooperation 

(vi) Irrigation and Cvil Works 


and (b) Non-Developmelital, including therein — 

(i) Administrative expenditure including cost 
of collection of revenues. 

(iil Interest charges and Debt services 
(iii) Miscellaneous and Extraor<linary 
expenses. 


The above classification is, of course, not exha\i«tivc 
and \rould probably leave a sizeable chunk of expenditure 
not strictly to be included in any specified item. The 
intention of any grouping, however, should be to bring out 
the functional distinction viz., whether the expendituro 
contributes directly to social welfare and economic deve- 
lopment or is concerned with the more limited ‘police’ 
funct'ons of the State. Of course, to the extent that any 
public expenditure is necessary, it must contrilbutc, 
directly or indirectly, to aggregate welfare for 

tL.Tt "" -^1 for the community as 

caHnn h development or roads and cominuni- 

rnm ’ expenditure must, as such, confer some 

common berefit for unless it is directed to achiWra nubi o 
purpose . should not exist in a modern statr The ?ks'h 

'Sr ;r sst 

importance m a developmental economy ^ secondary 
the Indian Constit\itioV7or°^devclo*^^^ of the States under 

State-wise analysis oftho expenditure, n 

States during the Second PlL \ ^ expenditure in the 
The tuo ^taiments that folC'°;l 

P®™'”P“entaI and Non-Devclonmentnl of 

States ■» It appears that aS ' “^Penfliture in the 

Sni'ir^Teroc^t "^St: 

■ «« of ^^pondituro in states 
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sniallor bu(ig( ts, as is to be expected, had a faster rate of 
jzroMtli. For instance, while Rajasthan and Jammu & 
Kashmir liavc recorde<l a rise of 80 percent and 176 percent 
respectively in 1060-61 over that of the base year, the per- 
fonnance ot Kerala and Orissa with their indexes at 1 
and l."2 are much above the average. On the other hand; 
Bihar, Uttar Pradesh and West Bengal have a low rate ot 
g^o^\1h as also Bombay t.e. Gujarat and Maharash ra 

taken togetlu r. 

0-4-1. In view of tbc special importance of education 
and Medical and Public Health in India, two special iablcs 
showing the growth of expenditure on these two items ar 
given on ]>age 51 and 52. It will be seen that under educa- 
tion, grow til has been faster in Rajasthan, Andhra Ira 
and Marlra.s than in other states. However, strangely ^^ 0 % 
in Uttar Pradesh the increase hrsbeen as low as 2J lerccnv 
compared to the average of 50 percent. 

0-4*2. Under Medical and Public Health, the 
significant rises are in Orissa, J & K and Punjab, while u 
of Bihar is unusually low. It is unfortunate that stai - 
wise estimates of e.xpcctation of life arc not 
construct for it would have been interesting to analyse 
far grow th of expenditure in this category has contn 
to improvement in expectation of life. 

1C. Central cersns State Control of Social Expenditure 

101 Expenditure by government— Union 

must of necessity follow tlic distribution offunctions c , 

tlictwo as laid down in the Constitution. in 

economy, however, the concept o: economy and ^ 

public expenditure is more important than a 
legalistic aitjuoaeh on the basis of +^^,?n modern 

authority.” It has been pointed out earlier t ia - 

State can permit wide disparities in the levels 
services in the dillercnt i)arts of the country, an 

must be the function of the national those that 

adequate development of such services, especial } public 
have a nation-building character undue 

health. It is necessary to steer V in their 

encroachment into fields that arc essentially of 

cliaraeUr and a lop.sided development with 
inadequately looked after population ; m " ^'Ki^.^elopmcnt 
federal arrangemen-t must secure ^it is 

without curbing the autonomy j^ccording 

necessary to recognise that there is no ideal schc 


11. Sco V<j 1 Ch. VIII. 
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to which a «listril)uti»ni of CuiK’lioiis, aii'l hciicc of 
expenditure, may be eiVecterl between the Union and JStatc 
Governments, especially in India where the States are more 
geographical and cultural units than economic ones. It 
is the relative efficiency, in the sense of net welfare added, 
of the two types of administrative agency which is important 
and, in any assessment of the economic c!fects of })ublic 
expenditure one mu;t recognise both its direct and indirect 
benefits." 


10'2 The Third Five Year Plan rightly recognises that 
public activities which improve the quality of the ])Cople and 
their social life are in effect productive and could be regard- 
ed as the highest form of investment of public funds. It 
has been stated that 


"Considerable emphasis is being given in the Third Plan 
to the development of education and other social 
services. In a scheme of development which 
relies heavily on public understanding and 
response and on cooperation and voluntary effort, 
the significance of these programmes cannot be 
too greatly stressed. They arc essential for ensuring 
a fair balance between economic and social develop- 
ment and, equally, for realising the economic aims 
of the Plan." 


The provision made in the Third Plan for Social Services 
does not seem to have recognised adequately the great 
significance of such services, for the provision, though higher 
in absolute amount, is a lower percentage of the total ; the 
provision for ‘social services and miscellaneous’ for the Third 
Plan is Rs. 1300 crores as compared to Rs. 830 crores in the 
Second Plan, the former being 17 percent of the total 
financial provision while the latter was 18 percent.'* 


10-3 Public Expenditure must in the long run be 
financed by Public Revenues, and in a sense there is no 

fundamental difference between raising the requisite funds 

either through taxation or through profits of public enter- 
prises for both can be made as equitable (or inequitable) as 

however, a fallacy 

to hold that expenditure on a project’ is necessarily more 

education and 

and equally increase ability 

o work and save, though obviously sue}) 


12. Third Five Year Plan P. 50. 

13. Third Five Year Plan P. 58 
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beneficial effects can come only after a suitable lapse of time. 
It has been said that: — 

“There exists in the world of to-day a practically 
perfect correlation between the education level 
and the economic level in the various countries. 
This is so even if the measurements are simplified 
and qualified: The correlation between literacy 
and national income is astonishingly firm. The verdict 
will be the same even though not the statics but the 
dynamics of a national situation are judged: rise of 
educational level and increase in the rate of 
economic growth proceed together.^’ 

The same indeed could be said of the health of the 
people; no country with a high death rate as India has can 
hope to achieve progress. 


14. Mra. Alva Myrdal, Problems in the Third Plan, P.184. 


II 


COMMUNITY DEVELOPMENT 


1. Introduction. 

IT The Constitution of India envisaged the goal of 
the Indian people as a welfare State in which the individual 
will live for the Conimunitj’^ and the Community for the 
individual. Planning in India has for its basic objective the 
reducing of inequalities in income and wealth, and the .secur- 
ing of a more even distribution o^’ economic power. As the 
Third Five Year Plan asserts 

“The problem of reducing disparities in income and 
wealth is, in part, one of correcting existing 
inequalities, but its more important aspect is repre- 
sented by the need to create conditions under 
which rapid growth can be achieved alongside 
a marked reduction in economic and social 
inequalities.” 

12 The extension of welfare activities of voluntary 
social service organisations go a long way to create the 
preconditions for equality of opportunity within the com- 
munity. In the context of a Welfare State the community 
development movement has an important role to 
is required to place greater emphasis on measures to raise 
the levels of living and to provide work opi)ortunities for the 
less privileged sections. Succinctly stated “The purpose of 
the Community Project shall be to serve as a pilot in the 
establishment, for the men, women and children covered by 
the project area, of the 'Right to Live’. In more specific 
terms, the objective of the Community Development and 
National Extension programme is to assist each village in 
planning and carrying out an integrated, multiphascd family 
and village plan directed towards self-improvement in all the 
facets of individual and community life.” 

1'3 The Community development programme has, 
since its inception eight years ago, is expected by October 
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1963 to extend over the entire country. At the end of tlie 
Third Plan about 2,100 blocks will be in their first stage, 
about 2000 in the second stage and over 1000 blocks will 
have completed 10 years of developmental activity, and, the 
provision under the third five j’ear plan under community 
development and co-operation provides a total outlay of Rs. 
400 crores. The table given below indicates an analysis of 
the State-wise coverage of the programme : 

TABLE for 1.3 

Coverage of the Programme according to States 


No. of Blocks allotted upto 2nd October, 1960 


Blocks No. of No. of Total Villa- Popu- No. of 

States into Stage Stage (3) ges co- latioii pre- 

which I II & vered cover- exten- 

deli- Blocks* Blocks (4) by cd by sion 

mited Stage Stage Blocks 

I&II I&II 

Blocks Blocks 


UJ 

Andhra 
Pradesh 
Assam 
Bihar 
Gujarat 
Jammu & 
Kashmir 
Kerala 
Madhya 


Pradesh 416 

Madras 375 

Maharashtra 425 
Mysore 268 

Orissa 307 

Punjab 228 

Rajasthan 232 

Uttar 

Pradesh 899 

West 

Bengal 341 

Union 

Territories 133 

Total 5224 


192 

89 

281 

57 

27 

84 

248 

107 

355 

83i 

46 

129i 

38 

14 

52 

55 

32 

87 

154 

108 

262 

131 

80 

211 

153 

85 

238 

107 

57 

164 

127 

49 

176 

93 

60 

153 

85 

54 

139 

314 

174 

518 


193 

188 

44 

141 

46 

12 

460 

237 

58 

110** 

86 

20i 

69 

23 

« • * 

31** 

78 

14 

484 

161 

36 

121 

159 

32 

243 

157 

46^ 

181 

109 

24 

271** 

116 

32 

140** 

104 

18 

205 

90 

20 

699 

335 

92 

227 

120 

34 


123 50 


173 


50i 37 87t 

2041t 1069 3110 


117** 31 7 

3682 2039 4^ 


(1) (2) (3)’ (”4) 


445 

162 

575 

224 

52 

142 


(’00 No-) (lakh 
Nos.) 

(5) TG) (7) UH 


• Includes C.D. and Multipurpose blocks. 

Estimated. ... . 

t Marginal adjuslments within tins coiling are possible 


COMMUNITY DEVULOFMENT 


r.7 


i ’ not 
a.s Ml 


!.’■ I 'rii*' • of rtnninuiiily ilcvclopni' ii I 

merely an int gr.iteil programme but must be vieweU 
integral part of a programme for imiiroving all asjieets o! 
rnrjil lif*- juid above all for cstabUsbiiit! a 


uiul i'onoiinc 



can be got from the growth of government (‘Xpeiuliture 
under various sectors of the programme inilicated lielow ; 

TABLE for 21 

Government Expenditure Under Various Sectors of the 

Progi'ammc (l«s. laklis) 


Item 


Durnig Second Plan 


During Total 
First (7) 

1%0- 19^1958- 1957- 1950- total Plan Plus 
01* 00 59 58 07 (8) 

April- 
CO to 
Sept GO 


( 1 ) 


Block Head- 
quarters (incl. 
Transport. 
Office-building, 

Eqpt. etc.) 
Agriculture 
and Animal 
Husbandry 
Irrigation and 
Reclamation 
Health and 
Rural Sanitation 114 
Education 09 

Social Education 64 
Communication 70 
Village 

Industries 71 

Housing 70 

Unclassified (incl. 
imported equip- 
ment, suspense 
charge etc.) 70 


12) [3) __(4) __([>)__(«) (7) (S) {j}) 


505 1232 1220 1033 735 4785 1051 5830 


72 203 222 
202 1035 1145 


352 

200 

239 

251 

171 

205 


330 

255 

215 

230 

104 

207 


129 

789 

209 

220 

151 

203 

80 

190 


125 811 355 1100 

457 3088 1083 4771 


232 

lu3 

102 

222 

80 

109 


1303 

997 

701 

970 

512 

847 


379 1082 
344 1341 
200 901 
516 1492 

218 730 
173 1020 


2^4 79 00 57 516 279 795 


Total 1423 4252 4013 3130 2378 15190 4508 inVo”^ 

fibres upto and provisional figures for 
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2.2. Figures of state-wise government exj)eiicliturc are 
indicated below : 

TABLE for 2.2 

Government Expenditure according to States 

(Rs. lakhs) 

During Second Plan During Tota 

first (7) 

States I960- 1959- 1958- 1957- 1S56- Total Plan plus 

61 60 59 58 57 (8) 

April, 60 
to Sept, 60 


(1) 

(2) 

(3) 

(4) 

(5) 

(6) 

(7) 

(8) 

(9) 

Andhra 

Pradesh 

190 

342 

321 

296 

176 

1325 

286 

1611 

Assam 

39 

- 94 

144 

114 

116 

507 

229 

736 

Bihar 

298 

506 

518 

344 

225 

891 

367 

2258 

Bombay : 

(i) Gujarat 

(ii) Maha- 

1041 

747 

691 

417 

291 

2461 

595 

3056 

rashtra 

211 J 








Jammu & 
Kashmir 

7* 

76 

54 

62 

16 

215 

31 

246 

Kerala 

42 

117 

67 

55 

86 

367 

92 

459 

Madhya 

Pradesh 

108 

318 

373 

394 

286 

1479 

621 

2000 

Madras 

48* 

295 

200 

192 

161 

896 

283 

1179 

Mysore 

94 

244 

203 

148 

86 

775 

73 

848 

Orissa 

N.A. 

222 

223 

148 

141 

734 

209 

943 

Punjab 

52 

172 

173 

153 

86 

636 

458 

4094 

Rajasthan 

64 

209 

244 

185 

159 

861 

214 

4075 

Uttar Pradesh 72* 

647 

539 

425 

329 

2012 

857 

2869 

West Bengal 

68 

154 

177 

136 

166 

701 

247 

948 

Union 

Territories 

26* 

109 

86 

61 

64 

336 

136 

472 


Total 1423 4252 4013 3130 2378 15196 4598 19794 

Partially roviBed figures upto 1958-69 and provisional figures for 

for J & K, Madras, Uttar Pradosh, Manipur and N.H.T.A- 
aro upto June' 60. 
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5 ‘) 

3.1 Considorable amounts arc Biiuttionod as grants-in- 
aid, and two statements arc given below indicating graiits- 
in-aid statewise for 

(a) Plan Schemes 

(b) Non-plan Schemes, 


STATEMENT I 

(Statement for para 3.1) Statement showing amounts of 
grants-in-aid sanctioned to States for the C.D. programme 
since the beginning of the Second Five Year Plan (Plan 
schemes) 

(In lakha of Rs.) 


State 

1956-57 

1957-58 

1958-59 

1959-60 

1960-61 

Andhra Pradesh 

9719 

82-89 

91*97 

176-00 

147*27 

Assam 

20-21 

53-62 

33-73 

36-98 

48-91 

Bihar 

88-68 

109*21 

112*53 

185-89 

211*87 

Bombay 

98-76 

67-52 

140-49 

227*32 

187*70* 

Jammu & Kashmir 

24-11 

15-93 

14*92 

30-89 

33*00 

Kerala 

27-20 

14*06 

29*59 

34-84 

46-80 

Madhya Pradesh 

111*49 

104-86 

104*79 

129-09 

147*90 

Madras 

92-98 

68-71 

66*41 

102-68 

122-81 

Mysore 

27*95 

21-84 

60-84 

79*18 

96-63 

Orissa 

5017 

46-28 

72*76 

118*75 

103-01 

Punjab 

49-13 

68*52 

61-63 

77-62 

82-90 

Rajasthan 

65*87 

56-54 

54-58 

67*61 

78-68 

Uttar Pradesh 

127-73 

181-30 

227*30 

254*31 

282-58 

West Bengal 

42*47 

43*41 

61*16 

91*74 

104-75 

Total 

913*94 

924-69 

1132-70 

1612*90 

1694*81 


• Us. 71-20 lakhs for Gujarat and Rs. 116*50 lakhs for Maharashtra. 
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STATEMENT 2 

(Statement for para 3.1) Statement showing amount of 
grants-in-aid sanctioned to States for the Community Deve- 
lopment Programme since the beginning of the second Five 
Year Plan. 


Non-Plan Scheme’ 


(Rs. lakhs) 


State 

1956-57 

1957-58 

1958-59 

1959-60 

1960-61 

Andhra 

Pradesh 


4-29 

9-99 

13-88 

23*43 

Assam 

• • « 

0-99 

3-47 

3-05 

7*09 

Bihar 

• • # 

4-29 

8-01 

18-32 

30-60 

Bombay 

• • • 

• « • 

10-95 

13-22 

31-35* 

Jammu & 
Kashmir 

• • • 

0-45 

0-93 

2-54 

4*78 

Kerala 

• * « 

1-23 

617 

3-98 

8-25 

Madhya 

Pradesh 

• • • 

6-43 

16-75 

1914 

20-32 

Madras 

• ♦ • 

2-81 

8-26 

1316 

18*89 

Mysore 

• ♦ • 

• # • 

0-4G 

• • • 

13*36 

Ori8.sa 


1-24 

5-21 

10*08 

14*58 

Punjab 


3-54 

6-54 

10-44 

15*75 

Rajasthan 

• » * 

• • • 

7-67 

9-C5 

13-94 

Uttar 

Pradesh 

» • • 

2-2C 

8-79 

26-70 

49*83 

West 

Bengal 

• • • 

0-91 

613 

29*47 

15*67 

Total 


28-44 

99-33 

153*63 

273-94 


* R.. 1110 lakhs fur Gujarat and Re. 20 25 lakhs for Mftharaah^ 

‘i-2 Since much emphasis is laid on the concept of 
pcopi;'3 contribution in the Community Development 

programme, a statement is given below V' succeed 

of this contribution, for if movement is real 

it must convert itself from a Government s p g noyern- 
pcople’s participation to a people's programm 
nient’s participation. 
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STATEMENT {for para 3*2) 

People’s Contribution according to States. 

(Rs. lakhs) 

During Second Plan Dining Total 









First 

(7) 

States 

1960- 

1959- 

1958- 

1957- 

1956- 

Tot a 

I Plan 

Plus 


61 

60 

59 

58 

57 



(«) 

April’ 00 








to Sept’ GO 








(1) 

(2) 

(3) 

(•i) 

(o) 

(0) 

(V) 

(«) 

(9) 

Andhra 









Pradesh 

34 

09 

129 

130 

137 

499 

149 

648 

Assam 

8 

33 

20 

10 

43 

120 

IIG 

236 

Bihar 

147 

316 

350 

210 

207 

1200 

318 

1578 

Bombay : 









(i) Gujarat 

19 

29*1 










yni 

112 

144 

519 

257 

776 

(ii) Maharashtra 

31 

73 

I 






Jammu & 









Kashmir 

N-A. 

N.A. 

11 

9 

1 

21 


28 

Kerala 

9 

17 

30 

35 

31 

122 

38 

100 

Madhj^a 









Pradesh 

30 

103 

127 

152 

84 

49G 

107 

063 

Madras 

25 

72 

70 

71 

31 

275 

93 

368 

Mysore 

13 

34 

31 

40 

48 

172 

83 

255 

Orissa 

N.A. 

29 

23 

21 

22 

95 

47 

112 

Punjab 

55*^ 

‘ 157 

182 

184 

83 

661 

420 

1081 

Rajasthan 

35 

46 

156 

117 

167 

521 

142 

663 

Uttar Pradesh 

C4t 

314 

280 

400 

558 

1682 

550 

2241 

West Bengal 

19 

52 

99 

39 

43 

252 

54 

306 

Union Territories 9 

41 

63 

28 

33 

164 

63 

227 

Total 

XT A 

498 

« ft ^ A 

1415 

1684 

1630 

1632 

6859 

2513 

9372 " 


N.A.=:Not available. 


• Information for nine monfbs -April fo Dooombor. 1959 
•• Provisional. 

t Information for one quarter - April to Juno, lOCO. 
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41 In the context of rebuilding the rural economy, 
psnecially the food problem, the basic problem in India is 
the organisation of the agricultural effort a,t the village 
level. In fact so great is the importance of this aspect, that 
the Third Five Year Plan lays down 

“The growth of agricultural production is of such 
critical importance that the principal test for the 
Community Development Movement at the present 
juncture must be its practical effectiveness as an 
agricultural extension agency.” 


4-2 The priority for agriculture is expected to be 
achieved by 

(il increasing financial provision for agriculture m the 
schematic^ budget of the Community development 

blocks, 


(ii) the Agricultural Departments placing at the dis- 
posal of the Community development organisation 
at the block level the supplies, trained manpower 
and other resources needed, 


(iii) the village level workers giving primary attention 

in the field of agriculture. 


4- 3 Adequate attention lias to be paid in community 
development programme to provide adequately ^^e 
Seged sections of the village community «« 

Jlsourc^es of the movement could be put more and 
direction of assisting the less-privileged sections. 

5- 1 In the two tables given below an attempt has been 
made to illustrate 

t ‘srsss,;- ? '“i 

direct and in the form of grants to the States o 

community development work , and 

diture met from grants received from the Centre. 
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TABLE I (for 5.1) 

Communitj^ Development Schemes 
Central Governraent Revenue Expenditure 1955-50 — 1900-01 

(Rs. laklis) 


1055- 1050- 1057- 1958- 

56 57 58 50 


1050 

00 

RE 


1000 

01 

BE 


I. 

Centre’s Ex- 
penditure on 
schemes of 
Coinmunitj’’ 

Developments, 

NES and Local 
development 

M’orks. 

II. Central 
Grants to 
States. 

(a) Community 
Development 

(b) N.E.S. 

Schemes 

(c) Training 
Schemes 

III. Total Ex- 
penditure of 
the Central 
Government 

IV. Percentage 

^ to IJI 2.2 1,9 1.7 1 .9 

TABLE II (for 5.1) 

State Governments Revc mio Expenditure 

I. Expendi- 
ture on 
Schemes of 
Community 

Development, 

N.E.S. and 
Local Develop- 
ment Works 

II. Grants 
Received from 
Centre 

III. II as 0/. of I 


9,00 

9.28 

10,80 

13,85 

19,93 

23,22 

9.86 

8,24 

8,27 

11,44 

17.05 

19,55 

6,09 

3,07 

3,13 

10,29 

14.05 

10,20 

3,77 

5.17 

5,59 

i.u 

2.20 

2,74 

• « • 

• « • 

• • • 

4 

20 

01 

i9,50 

00 

oc 

640,28 

693,29 

782,86 

914.60 


2.0 


26.89 27,80 31.69 39,06 40.96 51.92 


0.86 8,24 8.72 11 44 17 05 lo 

36.0 29.6 27.5 29.1 
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5‘2 It will be seen that while the Centre's expenditure 
onCoQHnunity Development as a proportion of its total 
expenditure is an insignificant average of about 2%, the 
dependence of the states for this expenditure on Central 

grants is considerable and appears to be almost as much as 

1 3rd on an average. 


6.1 A steady progresssive emphasis on using demo- 
cratic institutions at the district and bbck levels, m addi- 
tion to paiichayats which function at the village level is 
noticeable. It is true that in India, vil age panchayats 
are not a new idea but arc perhaps as old as the earhcbt 
conception of organised ccmmunity living. However, ouring 
the British regime the panchayats lost their significance for 
the administrative system developed continuously a 
on the Civil Service and divested the panchayats of thci 
eLcitive and judicial functions With the advent of 
Inilependcnce, a new orientation of outlook 
revival of the panchayats started. The constitution 
India recognised tha importance of the panchayats as the 

to function as units of self-government 

G-2 Revival of panchayat.s are being "‘‘ll 

a view to enabling them to play their 

brin-'ing about rural development, and various S ^ j 

recently enacted new Panchayat legislation or ‘ 

Sts sr s,f = 

tivc Acts in 1959 and Raiasthan in 19G0. 

The entire trend of democratic decentralization 

is an e.pres,sion of a mU tthna^to^ nation 

attempt to associate th J v . democratic 

;;s: 

jiliilosophy constitutes a fa ^ directly answerable to 

being nearer to the people and fuHv the needs and 

thent would be able to -?ogn.e ^morejully^ Ui ^ 

demands of the locality. „ ...i^ntions and institutions can 

..nltfiir it is only 
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through organised ex[n*e.ssion of wants and assertions of 
legitimate riglits that anj^ r.aising of the levels of living of 
the village people can take place. Any successful fruition 
of the community programme must make it a people’s move- 
ment with tlie panchayat as the re.sponsiblo motivating force 
at the village level. 

7. Objectives of the Community Development and 
National Extension Programmes. 

7.1 It is desirable to understaml and appreciate tliat 
the Community Development and National Extension Service 
are not mcrel}’ a scheme of welfare activity for the State 
nor also only “Just another department or Ministry of the 
Government of India” ; it is an act of faith, a sort of a 
religion whose objective is the worship of man. It has been 

stated^s : 


"Experiences in different ports of the world con- 
firm that poverty can be cra<licated and woaltli 
created in its place. However, it remains yet to be 
proved that physical well-being for man can co- 
exist with the freedom and dignity of his spirit. 
Nowhere has individual freedom been prized more 
nowhere has the lowliest of inlividual.s 
been deified as was done in India through the 
proclamation ‘every soul is potentially divine.’ 
To risk this birth-right of man for an additional 
crumb of bread, a scrap of clothing and some space 
under a roof would be a negation of all that India 
stood for during the ages. Yet freedom and deifi- 
cation of the spirit mean little to one witli an en- 
forced hunch on the spine, with starving children 
hy the side, with no defence against the weather, 
►Should man barter his soul for tlicsc elementary 
needs of life? Democracy will not survive, if it 
cannot find a living answer to this basic question. 
Community Development in India is an all-out 
quest for this answer” 


7.2 In specific terms the functions of the Community 

Development and National Extension programmes are : 

(i) increasing <agricultural production 

(ii) improving existing village crafts and industries and 

organizing ncAv ones 


55. Shri S.K. Doy, Ministor 
opornlion. 


for Community Development and Co- 
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(iii) providing minimum essential health services and 

’ improving health practices 

(iv) providing required educational facilities for children 

and an adult education programme 

(v) providing recreational facilities and programmes 

(vi) improving housing and familj' living conditions 

(vii) providing programmes for village women and youth. 

The realisation of these objectives require the development 
of village leadership and the establishment of village 
institutions that are largely representative of village life. It 
requires economic upliftment through self-help and implies 
the raising of the incomes of the people. Above all, it 
requires "to develop the village people to become self-reliant, 
responsive citizens capable and willing to participate effec- 
tively and with knowledge and understanding in the build- 
ing of our new Nation”. 

7.3 In the overall emphasis on village improvement, 
one may sometimes forget that aggregate welfare is a mis- 
leading concept unless it takes into account the necessity ot 
the benefits of community development programmes reaching 
the loss privileged sections of the village community m 
adequate measure. There is reason to believe that it has 
not done so ; though, it is re[)Oi’tcd that recently there has 
been a degree of improvement in this respect.'® It is, 
perhaps, this lack of equitable distribution of itsbenetit 
that has led to a restricted development of people’s response 
which was the primary objective of the community develop- 
ment programme. This has been frankly recognised in the 
Fourth Evaluation Report*’ as follows : — 


"The rural population in project areas is, generally 
speaking, now developing a feeling that Govern- 
ment is tlicrc not merely to rule but also to help. 
In fact, expectation of wliat Government can do to 
help has perhaps reached a stage beyond ic 
current resources of Government. On the o c^ 
hand, there has not taken place an 
sentiment of self-reliance and initiative, whether 


individual or co-operative.” 

7.4 Integrated Rural Developments 
village is not as individualistic nor as m'lch ] 
con petitive forces as in urban areas. This is partly the 
result of a limited operation of the money-economy but 


16. Third Five Yoar Plan, p. 342. 

17. p. 20. 
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mainly the consequence of a greater impact of community- 
opinion on individual action which cliaractcriscs village life. 
In a sense this is merely a more intimate adaptation of rural 
life to a socialist pattern of society where social values have 
greater significance. In such a background, where economic 
life is more intimately knit together, a co-ordinated develop- 
ment that brings together all the families in the village 
must constitute the appropriate approach. The programme 
of integrated rural development would involve : 

(a) Every family having a plan, 

(b) Every family having a link with the village co- 
operative society through direct membership of 
at least one adult member, 


(c) Every family having an interest in the development 

of some activity which covers all members of the 
family, especially women and children, 

(d) Every family being interested in general economic 
prosperity of the village wiith faith in complete 
absence of exploitation, 


(c) Eycryfamily seeking to improve its own level of 
living not by depriving some other family but by 
enhancing the general level of living, 

and, (f) Every family being associated, tliough shramdan of 
some sort, with some corporate activity of the 
village that gives community benefit. 

The conce 2 )t of an integrated rural development is not 
mere!}’ an economic plan but implies the recognition of a 
social purpose in planning which necessitates it being all- 
pervasive. It has been recognised'® that “Without the 
rural economy as a whole growing rapidly enough, it is 
difficult to solve the problem either of the community in the 
vi age or of its weaker sections*’ ; but mere recognition 
wi lou per^ 2 >tible achievement perhaps does more harm 
than good. One must recognise that : 


fehor^alls in social terms, that is, failure to put 

y? ?• social policies of radical intent, cause 
isbclief. cynism and even revulsion in the masses 
and among the professional people.”^® 

Community Development — Evaluation and Assessment- 

develonmpntVrJ^^^*^*^ October, 1963 the community 

— ? ^ gramme will extend over the entire rural 


18 . 

19 . 


Third FIvo Year Plan Ch. XX, Para 1 
i« The Srd Planf ^ 


orticlo in Probloms 
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area of the country.*® It already serves over 3,100 develop- 
ment blocks comprising about 370,000 villages. The total 
outlay on community development in the third plan is 
Rs. 294 crores with an additional provision of about Rs. 28 
crores for panchayats, i.e, an aggregate of Rs 322 crores m 
all, as compared to Rs. 240 crores m the first two plans. 
These indicate large investments and bold promises. 


8 2 Programmes of community development are 
fundamentally different from other forms of rural reconstruc- 
tion for the essence of the programme hes in the aim that 

the people to be benefited are themselves to be enthused to 
undertake their share of the work voluntarily and m proper 

spirit. What, however, are m 

such development can produce lasting results . 
appear that no permanent benefits can follow unless th 

following two conditions arc satisfied . 

(a) the area concerned has the ultimate 

capacity to raise its productivity sufficiently to be 

able to supply continuously the increased means 

necessary to maintain the higher standard 

community living ; and, 

(bl the programme of extension work is in harmony w*th 

the mind and culture of the people. 

It is obvious that both these conditions fundamen- 
tal to the success of the programme. If (a) is not satisfied, 
no amount of cnthu.siasm will be able to 
ficiallv raised standard of living permanently 
‘block’ becoming a liability of the State Iddcd 

1*1: faerthe ve% concept of ^ 

mentfor every area, "aVn« the d^ision*' to 

an indication of this assumption . , i which 

adopt “a single scheme of coinmuni j ^ ^ No proper 

was spread over two stages, each of ^ jjas yet been 

and fu^l-fledged evaluation of t'- reports of 

made ; the conclusions of the van planning 

the Programme Evaluation Orgamzation ot 

20. Third Five Year Plan, P 332. Co-oporftlivo Journal, 

21. Sco Iloso, S.K, article m Orusa v. i 

Dccciubrr, 19ri2. 

* Third Five Your Plan, p. 333- 
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Couiniission are mmv of t]u> nafiin- of iscl.-rfive isolate*! 

studies than a complete ellort to estimate the impact of the 

programmes on tin* people. It is, therefore, difhciilt to make 

a full appraisal of the results and achievements of tiie pro- 
gramme. 

8.3 The Balwantrai Mehta Study Team. This was 
appointed in Deceinljcr, l!)o0. Its main purpose was to 
undertake a studj’ of the cllieiencj' and economy of the Com- 
munity Project and National E.vtcnsion Service Scheme The 
report of this team constitutes a lan<imark in the thinking 
on the subject and its recommendations have perhaps the 
greatest value because of its combination of idealism and 
realism. They held a very high opinion of the possibilities 
01 the community project programme and stated : 

While operating tlirough the people’s local organi- 
zations, the programme simultaneously streng- 
thens the foundations of democracy on which our 
Constitution stands by making tlie villager under- 
stand the significance of development, and it makes 
him realise his position in this vast democracy, 
thus, Community development and democracy 
progress through and strengthen each other. The 
community projects are of vital importance not so 
much tor the material achievement that they would 
ring about but much more so, because they seem 
to build up the community and the individual and 
o ma e the latter the builder of his own village 
entres and of India in the larger sense”. 

The chief recommendations of the team are : 

^Mock fir f co-extensive with a development 

(a) the Village Panchayat at the base, 

( ) Panchayal-Samiti &t ihe block level 

(C) the Zila ParUhad at the district level ; 

'Sn7in°clo?'''*"?“^P°“ co-operative societies. 

jnct- -ter-— 

to 

lopment like rural"'fn”d^^t’^* economic deve- 
agricnltnre a„d apimai hta^’eT^o— * 
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(V) adoption of a continuing programme so as to ensure 
avoiding non-availability of funds at any stage, 

(vil Kreatcr acceptance of the schemes of State Govern- 
ments without unnecessary further re-exammation 
of details so as to achieve greater efficiency, eco- 
nomy and speed. 


The Central Committee on Community development 
approved in April, 1958 a revised programme more or less on 
the line.s of the Balwantrai Mehta Team s suggestio ; 

i.;ss 

was desirable and that bamcally Pa „f the 

the ultimate solution, ^m. y, b ^ shortage 

pace of expansion ^'as acceptea 
of trained and suitable personnel. 

QA Thfi TJNTTA. Evaluation Mission. A recent 
study* d thetorS of Community develop^nj Jrogpme 

has been undertaken by the Administration at the 

United Nations Teehnieal AssisUnee Ad 

request of the Government of M 

for a programme like the one envis fe 

fiably rapid rate of j tof^vst can only multiply 

of expansion that is n“foah 3 tie and to fast ean oi^y^ 

existing diffieulties and oreate illusory^^^^ attention to a 

ments”. In ^ley only ^ where efficieney of 

defect which is inherent in ^ ^ targets, cspeci- 

staff is judged by the evidence generally not been 

fully reeognised that "'o-'o fo™' example in the 

not enough, and, that m so™e ca“ be started, the very 
ease of new eo-opcrative “OioUe , 

fixation of a target may be a ^rms is eoncerned, 

measurement of achievement in fiM^ expenditure 

one is aware of the distinction b community develop- 

and 'audit of performance and t that are 

ment programme it is the t of expenditure nnder- 

often the better criterion ‘^an ®in ^ physical 

taken*. Ag^d^_.s often ap ^ 

♦ As Regiatrar, not*so much by loans disburpod 

eion proceedings. 
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nchiovoinoiit wUli tin- basic vh., ro >rionlin” t he viilacrr. 

It is necessary to i-niphasisi* tiuit iicliicvcjnoiits do not lit‘ in 
so many miles of roads built, or in so many wells du*:, or 
even in so many extra tons of piVadiiotion raised, hut in wlie- 
thcr the peo'ple have demanded these essentials of a higher 
level of living ainl done them on their own initiative. If it 
was merely the results that one shouhl look at, a spi'oial 
programiiio of Coinuiuuity development was n')t necessary ; 
it could have been achieved more cheaply and more efficiently 
by a paternal State working through a team of impersonally 
efficient civil servants. In fact, the most serious condemna- 
tion of the Community Development Programme is to be 
found in the Seventh (1900) Evaluation Report wlien it savs : 


“ One gathers the impression of an inadequa- 

tely co-ordinated endeavour, Governmental rather 
than popular in character, an<l sustained more by 
hope than achievement”. 

The Mission recognised the nece.ssity of divorcing the 
programme from the preoccupation with expenditure achieve 
ments and so suggested the adoption of some scheme whereby 
State subsidies or grants were linked to potential economic 
return. Finally, the Mis.sion emphasised the need to move 
away from the past emphasis on amenities rather than pro- 
duction and suggested greater efforts on agricultural improve- 
ment, specially increased food production. 

9. The Future. 


The statistician cannot evaluate Community Develop- 
ment; he cannot do so simply because it is not a programme 
^f ph3^sical or financial targets. In fact, wliat maj^ appear as a 
thumping success may indeed be the greatest failure if it was 
achieved through compulsion or througli tempting govern- 
ment subsidies. To quote Dr. Douglas Ensminger 

“The Community Programme was created to 
awaken the village people from mental inertia, and 
to liclp them realize that through exerted self-effort 
and self-help they can achieve the fruits of freedom 
greater economic security and social justice. Any 
^'ablation and critical analysis of the Commun'ty 
Development and National Extension block pro- 
grammes must, therefore, start with an acceptance 
of the basic objective of the programme as being 
the building of a significant village culture using 
culture m the broadest sense , of the word asa 
pattern of society." 

, Obviously this cannot be done sitting in ivorj- towers 

budget delncr"''"' 

' - . - ^ , 

2 <f. A Guido to Community Development p. 197, 
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RURAL INDEBTEDNESS AND THE CREDIT 

NEEDS ON AGRICULTURE 


1 . Agricultural Indebtedness— the Concept. 

M The economic condition of the agriculturist in 
India has never been very prosperous and till practically 
the beginning of the Second Plan period, he was, perhaps, 
the one economic group for whom it would not have been 
wrong to say that he laboured “not for profits, not for a net 
return, but for subsistence.” It was only after 1955-56, that 
a certain measure of prosperity came to the agriculturist, 
and he began to have some choice in the matter of how much 
of his produce he would sell and how he would raise his evel 
of living* by increasing the retention ratio of his produce. 
In a sense, borrowings by the cultivator in the past were 
unavoidable, that is he had no option but to take recourse to 

borrowing for his very existence was at 

considerable truth in the remarks made m the Report of the 
Royal Commission on Agriculture* that : 

“When his land has passed into the hands of his 

creditor no legislation will serve his need; no 

tcnancy’law will protect him for food he needs 

land and for land he must plead before a ere liter 
to whom he probably owes more than the total 

value of the whole of his assets. 

1*2 It is, however, necessary to recognise 
ing an such cannot lead to indebtedness To »y ^ 

not borrowing but failure to repay that leads to mdebte 
may sound fatuous, but it is only by ‘"j.® 

fullest implication of the causes of failure to 
would be able to appreciate fully the causes of 

for the reasons for ftdlure to repay are quite distinct I rom 
. The reader may aoquinthimsDif with this Question. .See Vol. I, 

Ch. III. 

23. p. 433- 
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those whicii Ic'l to tile borrow An i; 1 1 '-n « i lln- 

position would also enable us to iveo^iiisc tin't no. re <onii"I 
over borrowing is not a full solution of tlie ])rnblem ol in<!< 1- 
teclncss as the latter can only bo solved by increasing alnbt y 
to repay. Indebtedness must be recognised as a con<lit'''n 
of economic distress and distinguished from a condition '-f 
being in debt. Under modern conditions, the eonec]*! ol n-'t 
free from debt’ has no meaning, for borrow ing for j)nr]»<)ses 
which lead to an increase of income creates its ow n nu ; n.> 
of repayment and has little bearing on the problem of indeb- 
tedness. It is necessary to bear in mind that every occasion 
for borrowing cannot be regarded as a cause of in(l<‘l)lc dncss. 
It is only when, as a result of borrowing, liabilities tcu'l to 
bear a heavier burden on the assets does borrow ing tend to 
become a cause of indebtedness. It is, of course, possible that 
some causes of borrowing may, by themselves, contribute 
to a condition of a heavier burden on asset, as for example, a 
completely unproductive debt like the one incurred for 
repaying an accumulated debt; but, to the extent that l.-arow* 
ing is a phase of credit rather than distrc,ss, it is an aspect of 
economic management and should raise rather than lower 
income-earning power. It is for this reason that a discussion 
of the purposes of borrow'ing is of vital importance for they 
alone can give us any indication as to whether borrowing 
leads to indebtedne.ss or not. 

2- Agricultural Finance Vis a Fts Industrial Finance- 

* 

2*1 Economists distinguish between: 

(a) long period capital, and 

(b) short period capital, 

meaning by the former those needed to acquire agents of 
production which help in the productive process over a 
considerable length of time, and by the latter tho.se reiiuircd 
^0 assist in the production of a given quantity of output . 

It IS obvious that to the individual cultivator owning his 

jaml land is only an agent of production for w hich a price 
nas to bepaid; in short, it is a capital asset which must 
J^eid him a return, and, the supply of which is clastic to the 

hn^‘r^“ 1 from the Society’s point of view, land 

defined as ‘‘the original and indestructible powers 

ordin j^* ’ IS. therefore, on a different footing from 

have to be 

thetn^r r **^8^**'^^ inelastic both in the short and 
hl itr^ ^ excepting to the limited extent that it can 

be increased by reclamation or adding to its produc tivity 
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Tlie distinction bctwetrii long-aiid short-period capital, 
however, is not sharp and clear cut; especially, in the con- 
text of agriculture where a particular investment, like 
fertilizer, applied for a given crop also benefits succeeding 
crops. 

2-2 The characteristic features of agricultural finance 


are : — 

{a) the persistent small scale organization of agricul- 
ture limits available credit to the credit of the 
owner and prevents recoiu’se to raising capital by 
the device of forming a limited liability company 
and borrowing by share-floatation; 

(b) the agricultist’s need for finance is generally cons- 

tant and is not affected quickly and substantially 
by changes in output, which themselves are far less 
elastic than output in manufacture; 

(c) the agriculturist undertakes a process of production 
the prospects of which are difficult to anticipate 
and more difficult to acquint others, so that the 
normal impersonal machinery of creebt which 
supplies the needs of industry, vtz, the Commercial 
Banks, are hardly able to meet its requirements, 

(d) the asset of the agriculturist is land 

has been recognised as an unsuitable form of 
security for commercial bantog because 

(i) it is not readily realizable, 

to fluctuating prices; 

reai^ot transfer a part of hie Prospec ivo profits 
by inducing his lenders to share in his risks. 

To Slim UD " —iu the very nature of things the 

agricuHuristis o?ien isolated ’h%“J 

opportunities for obteimng credit. Compared 

the manufacturer and the trader, his P from 

long in their cycle and nns and downs of 

weather and disease beyond the or ' ^ ^ jndustria- 

prices and wages which he suffers in especially when 

lists. For the greater part of the ye^ ^ 

he is most in need of credit, his cap value and not 

wealth, difficult for any one but an his per- 

readily chargeable as sccunty for an advance, wh 1 

sonal 'training and method of life are "<>* "^^‘^.“shThat 

surmount tliese natural disadvantages and to estab 
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position in the credit market to nhiel. his nimneial slalolity 
and high standard of x^robity geiiLTady entitle him. 

3. Purposes of borrowing. 

3.1 Normally borrowing is an oconomie operation atul 
excepting the spendthrift borrower, every borrower expects a 
debt to be sclf-rei)ayin" ; or, in other words, borrowing is 
apart of the investment process whereby the income-earning 
capacity of the asset (in the case of the agriculturist, liis 
land) is raised sufficiently to provide for repyment oi tlie 
loan. The true characteristic of a iiroductivc loan is tins 
ability to provide for its own repayment ; and, while certain 
purposes of borrowing are prirna facie x^i^Dductive, it is a 
mistake to regard every borrowing for sucli iiurposes as 
productive. Productiveness is a balancing of costs with 
jvdditional yield and a high rate of interest could make an 
investment, which would otherwise have been ])rocluetive, 
incapable of adding sufficiently to income to repay itself. It 
is, tiierefore, a fallacy to think of such distinctions as 
productive or unproductive borrowing in the abstract and 
relate them to types of purposes ; one should assess costs 
and return of a borrowing operation before classifying a loan 
as productive or unproductive. Further, another common 
fallacy is to regard all lending by the ‘moueylender’ as 
contributing to indebtedness while lending by co-operative 
societies as a panacea for all evils. An excellent exam xdc of 
tJii.s fallacy is to be found in the following statement^^ ’ — 

"To stabilise the effects of the debt conciliation, 
there should be simultaneous efforts to restrict the 
operations of the money-lender through legislative 
measures as well as to organise institutional erc<lit 
for the peasantry” 

The obivous implication being that no growth of 
indebtedness is possible for loans taken from organised 
institutions, a statement which is liighly questionable in 
view of the fairly high rates of interest which tlie ultimate 
borrower has to pay even for co-operative loans. Loans 
advanced by co-operative primary societies were at varie<l 
rates of interest ranging from 6J% to 16% and, few 
who have any idea of the real profitabilitj^ of Indian 
agriculture would accept that a 11% rate of interest can be 
paid along with repayment instalments from the increase in 

24. Report of the Committee on Agrioultural Credit in England. 

25 Report of the Congress Agrarian Reforms Committee, p. 95. 

20 There may, of course, bo other good justihcalion for such rates 
of interest, for cheap credit may not bo the summum bonum of 
^-operative Banking. Soo Bose, S. K., Article in Orissa 
Co-operative Journal December, 1054. 
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income following from the investment of tlie loan amount to 
the agricultural process.*® It is, of course, no justitication 
to argue that “Rates of interest charged by the Co-operatives 
in the different districts need to be studied in the context of 
the prevailing rates of interest charged by other agencies" 
(Vide., Rural Credit follow-up Survey, 1956-57, General 
Review Report p. 434), for the productiveness of a loan does 
not dc])cnd on the cost of borrou iiig from alternative 
agencies. 


3.2 Credit requirements are a function of the nature of 
the economy under which the cultivator carries on his 
agricultural operations. In essence, the agricultural economy 
of India is a deficit economy which is characterised by the 
following features : 

(a) levels of living hardly very much above subsistence 
level, 

(b) use of stereotyped methods of cultivation, 

(c) Pattern of expenditure typical of low-income 
groups with emphasis on primary requirements, 

(d) small size of holdings so that the value of asset 
held in the form of land is low, and, 

(o) restricted marketability of the limited marketable 

surplus available to the individual cultivator. 


In an economic environment such as this, flow of credit 
can hardly be expected to follow normal economic channels, 
but a classification of the purposes of borrowing may be 
useful for an understanding of the problem. The different 
types of finance required may bo classified as follows : 


I. Agricultural. 

(i) Shortterm — 


(ii) Medium and 
Long term — 


11. Non-Agricultural. 
(i) Short term — 


Purchase of seed. 

Payment of wages. 

Purchase of implements. 

Minor land improvements. 
Current farm expenses. 

Purchase of Livestock. 

Permanent improvements in land. 
Purchase of additional land. 
Purchase of mechanical aids. 

Current non-farm business expend- 
iture. 


27 :So.Ro;„'rvoBankof India, Bn™! Crodit Followup Survoy 
1956-7, Genoral Review Report p. 088, p. oi, 
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(ii) Medium and 

Longterm — Non-farm business cxpeinlitun? 

on Capital account. 

III. Consumplion. 

Generally only 

Short-term — Medical expenses, 

Social cfrcmonics, 

Family expenses involving 

comparatively larger amounts. 

IV . Repayment of old debt. 

V. Other Expenses. 

It is clear that only borrowing for puriK).'^e.s imlicaled 
under I above can come witliin the realm of jirxluclive 
borrowing in the eeonomic sense of the term. It would, 
however, be unredistic to as.sume that non-])roductivc 
borrowing is always avoidable for economic distress or social 
conventions may oft n make such non-productive borrowing 
inescapable. In fact, sometimes the very necessity of c( nti- 
nuing cultivation may require borrowing of an unproductive 
but necessary character like, for example, borrowing to 
prevent sale of land for non-repayment of ancestral debt. 

4. Estimates of Indebtedness* 


, , ^ ^ Estimates of the total volume of outstan liiu'’ 

e t are difficult to male*'. The indebted person is gcneiMllv 
reluctantto reveal Ins liablities aecuratelv ami \v)»en lie 

does so with a view to obaining some b?nefit‘in the form of 

conciliation, or scaling down, he has a tendency to over datr* 

recorck% r ‘"'’g P‘oper records wldlo tl.c 

records of his lending creditor, the village inonev-lender me 

fs affeetL volume of outstandiiig’deht 
3 affected by a nuniber of complex factors which make comna- 

rab l,ty over time of doubtful value. For e.vample wlT {he 

fion of of agriculture and witli the e.xten- 

weff „ ^ . monetized sector, borrowing for current as 

iner purposes tends to become more general and 

acrease the money volume of outstanding debt A'> iin the 

character of the agricultural season in the poriodlr' cmlim, 
on the vT 'r''‘' *of''''‘nd of prices have import.! nb effects 

ia tt V™ z: : df^d F-aiiy, an’ in:?;.:^: 

ia the Zlrn of fnd Vf T !l'=oo®«‘nly indicate an increase 

migU si^wZliXt unproductive debt, it 

fmanced by Wrowhm aZn '^oing 

...T,. r™ s c 'k: 
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(liftjcuUics arc especially great if a breakdown of the All- 
India estimates by States or regions are to be attempted for 
obviously, economic conditions being different in different 
areas, assumptions which are logically acceptable for one 
area may not be ajjplicable for another area. 

4-2 As far back as 1911, Sir Edward Maclagan 


observed 


total 


“It has long been recognised that indebtedness is 
no new thing in India. The writings of Munro, 
Elphinstonc and others make it clear that there 
was much debt even at the beginning of our rule. 
But it is also acknowledged that the indebtedness 
has risen considerably during our rule and more 
especially during the last half century. The reports 
received from time to time and the evidence of 
annual sale and mortgage data show clearly there 
has been a verj^ considerable increase of debt during 
the last half a century.” 

The following indicates some of the estimates made of 

agricultural indebtedness in the country : 


Year 


Estimated indebtedness 
in Rs. Crores 


Authority 


1911 

1925 

1931 


1035 

1937 


300 

600 

900 


1200 

1800 


SirE. Maclagan. 
M. L. Darling. 
Central Banking 
Enquiry Com- 
mittee. 
Prof. P.J. Thomas 
Reserve Bank of 
India. 


Unfortunately official estimates of all-India 

1 Tr« nrtf been made in recent times. Even the csti- 

maTesTnade by the Central Banking Enquiry Committee 
mates J , , unreliable.” However, certain enquiries 

have been reg various States through 

basis of such estimates lo p ^ ^ whether 

obviously not possible to 

the total Rural Credit FoUow-up Survey (1956-57) 

"rr R'e‘orTe“ bII of iBdia concluded** that the data 

28, Report ofThr Agricultural Finance Sub-Committco of the 

Oov orninont of India, p. 3. 

29. General Review Report p- 
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revealed 'the general trend of an increase in the volume of 
debt during tlie 3 ’car covered bj' the investigation,' (\'en 
though it recognised that factors affecting the increase in debt 
maybe widely diffcrdit in different context so tliat it was : 

“ not possible to make comments in relation 

to tlic working of the economy, based on the data 
on increase in debt, in absoliitt* terms or in rektioii 
to the tlebt at tlic beginning of the year.” 

4’3 Comparable estimates of rural indebtedness for tlie 

different states are not available. Even the few estimates 
that are available for parliciilar Htates are not. usal.le for 
comi)arative purposes because of differenc^^-s in coiieepts, 
coverage etc. It is unfortunate that tlic National t^amph’ 
Survey have frittered their energies in repeating collecti( 4 i of 
expenditure data from year to year and did not consider it 
desirable to concentrate even once in making an attempt to 
collect data on rural indebtedness. However, the Kiiral 
Ucclit Surveyof the Reserve Bank of India undertook an 
inquiry m 1951-52 which provides some interesting statewise 
data and which, in comparison with earlier enquiries 
provides some indication of change in the volume of indebted- 

(a) reorganization of States in 195C, 

(b) dififerences in comparison base-jTar 

absence of information as to the nrocluctivc an,l 
unproductive composition of the debt 

given in the Survey Report^o ,, 


(c) 

(d) 



State 


Debt per family 
^ (in Rs.) 
Earlier Rural 
Enquiry Credit 
Survej'^ 


Percentage increase (-]-) 
Decrease ( — ) 

In debt jier In proportion 
family of indebted 

families 



Assam 

Bihar 

* ^ • 

30. 


205 

282 


210 

291 


• K y°i ^ f !?• ^ 

Enq?iiryCommiure“(r9^^^^ of tho Provincial Banldng 

■ ppisa- ■ - »«■« s.,„, 
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( 1 ) 

Bombay 
Madras 
Madhya 
Pradesh 
Orissa 
Punjab 
Uttar 
Pradesh 
West 
Bengal 


(2) 

(3) 

(4) 

(5) 

JL 

‘p>4 

345 

N. A. 

N. A. 

194 

483 

N.A. 

N.A. 

227 

220 

— 9 

+ 9 

OA 

73 

90 

+52 

— 20 

408 

417 

N.A. 

N.A. 

102 

310 

+ 54 

—28 

lOS 

104 

N.A. 

N.A. 


It, is difticult to draw any definite conclusion irom luc 
marginal declines -hich may 

course, is of little s'gmfieanee - J/XSe Index of 
while 1951 was a j;ear of high ^ j IOq-q, which 

All commodities (Base 19o2-53--100^^ 

uould be much higher if 1930 1 ; of the wartime 

account, however, is ^^r-lnditions of prosperity that 

(19:59-42) boom ^^^/"j^ney-burden of i^^debtedness 

followed it, the rise in . As the Committee on 

F.n:n:»rl^^wrfas the Gadgil Commit- 

tee) stated : hazard the opinion that 

' -It might be possible to ^^oney stxiod in 

the total indebtedness m 

1!M4 at a level ’o'™/ *'‘“"^dy^in operation leading 
later date, forces w® * 3 ^n,ount of indehtedness.’ 

to an increase m the to ^ has continued 

Tl.is trend to'caixls ofLdebtedness has 

and it is unlikely that the tota Mahalonob.s 

declined in recent times It i p make soine data 

Committee* on I''re"’® ‘^'"*"rehanges in the level of hving 
available, for m ore er to asses necessary for 

committee should provide. 

5. Causes of Indebtedness. , as such cannot be a 

* 

• fof Vol. I, Ch. I, para. 2.3. 
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regarded as causes of indebtedness. While there i.s no doubt 
that a low income and a deadweight ancestral debt must 
make repayment of borrowings difficult, and consequently 
contribute to indebtedness, it would be unwise to concentrate 
on these above as the primary causes of indebtedness. It 
would also not be proper to hold the money-lender an<l his 
practices as being the basic cause of rural indebtedness, even 
though the high rates of interests and his malj)ractices (to the 
extent they exi.st) could contribute to the growth of sucli 
indebtedness. It, thus, seems to be an exaggeration to 
arguc^* : 

“The two largest single factors depleting tlic 
peasants income are the exploitation by the money- 
lender in his double capacity as the credit agency 
and the marketing agency of the village. The 
exploitation works like a double-edged sword — high 
rates of interest on the loans to the impoverished 
agriculturists and low rates for tlieir products. So 
there is a vicious circle — extreme poverty forces 
the peasant into the clutches of the money-lender 
and the exploitation by the money-lender leaves 
him poorer and a less efficient producer than before 
which makes his income still less. Thus goes on 
this poverty spiral of the peasantry." 

Again, it was fashionable for pre-independence writers 
o regard the cultivator himself as responsible for Ids 
misfortunes and to maintain that it was his ignorance and 
improydence his extravagance, his large family, his fatalistic 
attitude to life and his docile acceptance of an ancestral debt 
that brought about the mounting volume of rural indebtedness, 
ihese views have proved to be as unscientific as the other one 
lor the cultivator in India is undoubtedly uneducated (for 

no fault of his own) but he is certainly not incapable of 
economicallj* managing his affairs. 

5.2 The chief causes of indebtedness maybe broadly 

classified as follows : ^ 

(i) Those that have led to an increase in the credit of 
the agriculturist and thus provided greater 
opportunities for borrowing. 

( 11 ) Those that are connected with the cultivation of 
land. 

(iii) Those contributed by the character of the acri- 
^ culturist himself. ^ 

Reforms Committee. Ch. V, 
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(iv) Those that are connected with the money-lender 
and his practices. 

(v) Those that flow from the terms of borrowing. 


As is to be expected, the various groups of causes are 
not independent but are to some extent mutually inter- 
dependent. It is obvious, for insta-nce, that an exorbitantly 
high rate of interest may convert a loan applied to a 
productive purpose to an uneconomic investment and 
contribute to indebtedness ; but the high rate of interest may 
be the result of lack of collateral security or may be the 
result of risky and uncertain prospects of a particular culti 
vation operation. Similarly, excessive unproductive borrowing 
for social expenditure may cause indebtedness, and may in 
turn force up the rate of interest if the total outstanding debt 
tends to impose a heavier burden on the assets of the culti- 
vator which obviously has been, in recent times, acquiring 
higher values due to rise in land-prices. In fact, what the 
Royal Commission on Agriculture stated more than thirty 
years ago is still substantially true viz., that no reliable 
evidence is even now available as to whether the total rura 
indebtedness bears a heavier or a lighter burden to the 
assets of the indebted population. 


5.3 The maintenance of law and order, the defimnga n 

recording of rights in land, the rise in the value of th 
agriculturist’s produce and the growth of transferab c rigl 
in land which has substantially risen m ^ “ ‘ 

contributed to an enhancement of the credit 

holder. The rising credit has provided 

and a temptation to larger borrowings, and, 

possibilities of rising indebtedness for m'lslj 

vator did not, perhaps even could not, restr ct h.s mcr^se 

borrowing to only . produet.vo investment^.^^^and, .t^_,s 

elementary economics **'*"* ^ '[ borrowings remains 
unproductive borrowing to total ^ to a 

constant, a rise in total ^^orrowings must 
rise in aggregate indebtedness Ther ' ^ safely and 

no adequate growth of opportumt e direclcd 

conveniently so that all additional The 

towards the acquisition of land , . j g of investors 

growth of absentee o''ne^ of land and 

:t:r,''Arsr 

indebtedness. 

5.4 Agricultural operations arc, by their %trj n 
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uncertain and subject to the vagaries of nature. It is true 
that with an increase ill irrigated area, with better clieraical 
manuring and with increased use of scientific rotation of 
crops, contour bunding, prevention of soil erosion etc., it has 
been possible to progressively reduce dcppiidanoe on mother 
nature; yet, even now, the net profitability of agriculture 
in India is still only marginal and it is only in good crop years 
tliat the cultivator can keep aw’ay from unproductive 
borrowing. To the natural and unavoidable evils of 
agriculture as such, are added in India the twin evils of 
sub-division and fragmentation of land which makes for 
uneconomic cultivation, reduces the return on lainl and, by 
lowering net income, contributes to the growth' of 
indebtedness. While it has to be recognised tliat sub-division 
of land is consequent on the law's of inheritance, its increased 
intensity is the result of a growing pressure of population on 
land. The smallness in the size of holdings* has led to the 

emergence of uneconomic units of cultivation depressing per 

capita net income of the cultivating family, and the 
consequent distress has been made Worse by the decline of 
the cottage industries and the loss of supplementary income 
. irom subsidiary occupation in the oflf season. 


0.5 The Indian agriculturist is said to be 'born in debt, 
live m debt and die m debt’, and, in extreme cases a culti- 

even tlioiigli iie himself never 
dohlVu- 1 ^ because of the crushing burden of ancestral 
as a T ^ legal obligation, is regarded 

Tneomr that eats into the cultivators 

charvisanT. borrow to pay interest 

vator^s W^f outstanding capital. The oulti- 

cu^oms In eeremomes, the pressure of village 

customs compelling heavy expenditure on the occasiou of 

births, marriages and deaths in the family and expenditure 

cldIrli'T''® )'*‘8ation bred by the decline of thc^ 'Village 


lender ■mlkli'tn by the money- 

unIcIL • ,''?"owing even for productive purposes 

It do “rrovid^ the exeessivl 00 ^ 0 ? 

ss:7E:rr^" f = t,i 

• See vol I, Ch. I paras 4-11, 
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the borrowed capital. Whether the rates of interest charged 
by the money-lender is, in fact, excessive in view of the risks 
taken by him and the service rendered by his method of 
work is a moot point in this connexion for so far as the 
con! ributiiig cause of indebtedness is concerned, it is the level 
of the rate, and not its justifiability or otherwise, that is 
important. In fairness to the money-lender it must be 
admitted that his high rates of interest are of the nature of 
an insurance against risk, for the realized rate of interest is 
often much less than the stipulated rate, and, that, in a sense, 
he was in the past at least an indispensable feature of Indian 
rural economy. Some questionable practices, like demanding 
advance interest, manipulation of accounts, insertion in 
written documents of sums considerably in excess of actual 
money lent, have often been ascribed to money-lenders ana, 
if true, must have contributed to growth of 
indebtedness. 


5.7 To sum up, the large volume of rural indebtedness 
in the country has not been the result of any single factor 
but has been brought about by a variety of causes. At tiie 
root of the evil is uneconomic and unproductive borrowing, 

often made inescapable by the absence of adequate inst.- 
tutional credit However, mere provision of chrap credit 

is no solution ; it may even amount to alleviating ‘<>8 ^ 

of the ryot as an opiate relieves pain for it will “ 

trouble from which the misery arises. There can be no 
permanent solution to the problem unless ” t,® 

productive and economic. The table given ^ ‘7*^ 

he relative shares of different purposes 

would reveal that a large portion oj forr^akes 


follows : 

Purpose of borrowing 

1 Capital expenditure on farm 

2. Current expenditure on farm 

3. Non-farm business expenditure 

4. Family expenditure 

5. Other expenditure 

6. More than one purpose 


Percentage to total 

27-8 

9*3 

6-6 

50-2 

5-7 

0-4 

( 100 ) 
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Obviously an economy which results in more tliaii 5(1% 
of the borrowing to be utilised for non-productive purjmscs 
can hardly expect the borrowing rural population to be free 
from indebtedness. 


6- The State and Remedial Measures. 


6.1 The problem of rural indebtedness has always been 
serious enough to engage the attention of the Government 
M’ho have taken various measures — legislative and adminis- 
trative — to deal with the problem. These measures may be 
grouped as follows : — 

(i) Those aimed at removing the need for borrowing, 
particularly unproductive borrowing. 

(ii) Those directed against the excess of credit and 
attempting to protect the assets of the 
agriculturist. 

(iii) Those attacking directly the power of the money- 
lender and regulating his activities. 

(iv) Those attempting to provide alternative sources 

of supply, especially through the development of 
institutional credit. 


(v) Those raising the productivity of agriculture and 
making investment in land self-repaying. 

6-2 It has been pointed out earlier that borrowing as 
such IS not an evil ; but, when a large percentage of the borrow 
mg IS for consumption purposes, the possibilities of a mount- 
ing volume of indebtedness are great. Furtther, frequent 

borrowings are often necessitated because of the absence of 

a net surplus due to low productivity and high costs nf 
ou tivation. The rigidity of'money de^anSs T the luith 
vator may also contribute to the necessity of frequent 
^rrowing. though, so far as the state is concerned Tts 
demands on the agnculunsts in the form of Land Revenue 
has risen far less than the rise in the money value of his 
product. Of course, the cultivaWs cost of living has risen 

“r;“” 


(a) 

(b) 

(c) 


luWtiot* of 

reduce hia money obiigationa, and 

educate him to away ofiife where a voidance of 
consumption borrowing takes place. 
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The State has attempted to achieve all these through 
various measures. It has sometimes reduced the effective 
burden of land revenue and made its payment convenient 
through greater elasticity in its administration and collection. 
Again, through proper irrigation facilities the fatalistic 
dopendance on the vagaries of the monsoon have been sought 
to be reduced so that the average income of the cultivator 
over a given period is more steady and higher. Finally 
through improvements in communication and marketing, 
tlic agriculturist has been enabled to obtain a better price 
for his product and increase his net income. These attempts 
are being continued, and 

“Programmes of agricultural production lie at the 
baseof the comprehensive approach to the recons- 
truction of the rural economy which is embodied 
in the Third Five Year Plan. Development of irri- 
gation, from large as well as small works, soil 
conservation programmes and supplies of fertili- 
sers, improved seed and credit, along with the 
provision of extension services reaching down to 
the village level, are measures undertaken directly 
to increase production.”*^ 

To the extent that these succeed, the need for borrow- 
ing must get less; and, to the extent the improvements 
envisaged bring about arise in the agriculturists income, 
avoidance of indebtedness must become easier. Urowtn ot 
an enlightene d leadership in the rural areas would P>on«f 

progress in many directions, including, it is ^ * 

social conventions and habits of living of the . 

nity; these changes along with widespread «du“tion can 
alone bring about a reversal of values that would make 
borrowing to spend for unproductive sociar display unncccs- 
sarrindthusVvide a stable foundation for the avo.dnnce 

of indebtedness. 

6-3 Land constitutes practically 

worthy asset which the cultivator P°«^“'renerallv aeecpt 
lender for unproductive purposes 

33. Third Five Year Plan, p. 301 . 
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tariat — a class of landless labourers who previously owned land 
and knew no occupation other than cultivation. The evil 
consequences of large scale transfer of land from cultivating 
owners to non-agriculturist money-lenders were recognised 
and the Punjab Land Alienation Act was passed in 1000. 
The Act intended to restrict credit on the mortgage of land 
and liopeii tliat this would indirectly reduce borrowing. In 
effect, however, agriculturist money-lenders stepped into the 
breach and the subsequent period was marked by an increase, 
and not a decrease, in the volume of indebtedness. As many 
of these agriculturist money-lenders were not direct culti\'ators 
the problem of absentee landlordism with non owning culti- 
vators continued unabated, especially as along with loans on 
long mortgages of land frequent henami transaction.s began 
to take place. Amendments to the Punjab Land Alienation 
Act have sought to provide progressively for : 


(a) limitation of the period of mortgages 

(b) declaring henami transaction inoperative 

(c) prohibition even to agriculturist money-lenders from 
purchasing land of their debtors within three years 
of the final settlement or repayment of the debt. 

following the lines of the Punjab Act. many other 
states have attempted to control alienation of agricultural 
land to non-agriculturists. Similar Acte have been bipught 

intooperationmBombay. Hyderabad. Madhya Pradesh and 

some other States. It must, however, be admitted that as a 
measure for controlling indebtedness it has not achieved 

much success, though some beneficial social results do seem 

to have followed from restrictions on transfers of land to 
non-agriculturists. 


money-lender has always been a 

Tarb^nd ‘danLrous necessitv,’ he 

true'ihat' " ^ ’ne^eapable necessity. It is still 

of Tndt . “°"ey-'ender is an indispensable feature 

method f n He is easily accessible His 

a clo^ and elastic. He maintains 

bcrld t contact with the borrower, often liavinE 

inable k" f'*®® e.xperience and his presence on the s™t 

onYho followingVrendf ^ 'vichM thlnkfng ba'^^ed 

(a) growth of co-operative credit, 
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(b) legislative control of the money-lender, 

(c) expanded finance made available through recent 
community project developments, 

(d) rising prices obtained by the cultivator contribut- 
ing to reduced necessity for unproductive borrow- 
ing for consumption purposes. 

The facts, however, belie the expectations. The 
Re.serve Bank’s Rural Credit Survey Report gives the 
following information : 

Proportion of borrowing from 
Credit Agency each agency to the total 

borrowings ofCultivators 


1. Professional money-lenders 44*8 

2. Agricultural money-lenders 24*9 

3. Relatives 142 

4. Traders and Commission 

agents 5*5 

5. Landlords 1*5 

6. Government 3*3 

7. Co-operatives 31 

8. Commercial Banks 0*9 

9. Others 1‘® 



The above figures bring out the domination of the money- 

lender in the field of rural eredit supply. The fo low up 
Survey eonfirmed these trends as it was 
borrowings from private credit agencies, which ^ Y 

92 pereent during the earlier survey ranged, in l?56-57 (J y 

to April) from 49% to 99%- wa3 

standing debt to these agencies to total debt ^ .J 

high. It would, therefore, be unwise to ^nderest mate the 

significance of the money-lender in, even present d y, 


economy. 

6-4*2 Various measures have been passed 
to time attacking directly the power of »oney-lenden 
These measures are intended to protect both ^ 
borrowers and the lenders. It has. however, to be recog 

Led that no legislation can help if there « 7Xtive 

and, as long as the need for ^ists leg i ^ 

control of the money-lender may merely have the et 
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Avithering away the sources of rural credit and raising its 
costs. The more important of these measures are : 

(al The Deccan AgTiculturisl Relief Act of 1870, which 
allowed the courts to go behind the contract and to modily 
it in favour of the borrower so as to reduce an oppressive rate 
of interest, to prevent sale of land unless specifically i>ledged 
and to restore the land to the culivator even when there was 
a sale deed between the two parties. The Act also attemp- 
ted to ensure fair play for the borrowers by making it obliga- 
tory on creditors to furtiish accounts and grant receipts. 


(b) The Usurious Loans Act of 1918, amended in 192G 
attempted' to improve the legal position of the borrower in 
various ways. The Courts were empowered to reopen and 
examine all loan transactions and to determine fair rates of 
interest, though the Act itself did not define ‘excessive’ or 
‘unfair’. The Act, however, did attempt to provide guidance 
as to the considerations to be taken into account in fixing 
the rate of interest, and these included, inter alia, the risk 
taken byitbe creditor, the financial condition and the need 
of the borrower, other charges paid by the borrower. Opinion 
has varied as to the extent to which the Act has been effec- 
tive. The Royal Commission on Agriculture held the view 
that the Act was practically a dead letter, but the Central 
Banking Enquiry Committee did not agree with this view 
and Avere of the opinion that “the Act is capable of being 
worked to the advantage of the debtors”, though they Avere 
unwilling to statutorily fix a definite limit to the rate of 
interest. The Congress Agrarian Reforms Committee of 
1948, however, reported as folloAA’s : 

“In the course of our tours we had occasion to 
examine peasants in representative zones of the 
different provinces. We can safely say that the 
laws for restricting the operations of the money- 
lender have completely failed.” 

It is difficult to believe that much reduction in the 
rates of lending has, in fact, taken place as a I'esult of 
statutory regulation, for the follow-up Rural Credit Survey 

of 1957 reported fairly large borroAvings at rates even higher 

than o0 ^.s The Survey Report also came to the following 
rather damaging conclusion • 


34. 


The data also show that even in the districts with 
tairly w.-ll-developed and monetized economies, 
cultivators had to obtain a large proportion of 
their borro wings at rates which were significantly 


See General Reivew Report Ch. 4, para 4.9. 
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liiglier than those usually charged by institutional 
credit agencies. Barring exceptional situations, the 
incidence of the burden of interest was heavier on 
medium and small cultivators, especially the latter 
group, than on big and large cultivators.” 


The above conclusion would tend to show that not only 
has little success been achieved in regard to lowering of the 
rate of interest, but also that agricultural borrowing has yet 
not succeeded in freeing itself from its credit-worthy base for 
it is the cultivator with lower asset who still has to pay the 
higher rate of interest. 

(c) The Punjab Regulaiiofi of Accounts Acly: 1930, is 
simply an attempt to protect the debtor from manipulated 
accounts by prescribing forms of accounts, and insisting on 
the debtor being supplied with these regularly. It also laid 
down that principal and interest must be shown separately 
so as to enable easier assessment of rates of interest charged. 
Similar Acts have been passed by many States. It is clear 
that such provisions can be of effect only if regular surpervi- 
sion is undertaken which is not possible in absence of i)roper 
licensing and registration of money-lenders. 


(d) The Punjab Relief of Indebtedness Act, 1934, was an 
enactment for the reduction of excessive rates of intcrcs y 
fixing the maximum rates of interest. The Act drew a is 
tinction between secured and unsecured loans for purposes o 
rates of interest, 6xiag a maximum of interest rate tor eacn 
category. It is obvious that without adequate altornatire 
sources of credit supply, mere statutory fixation of rates o 

int'^rest is bound to be ineffective. ^ , r 

believe that this Act has had practically the san^ tyi 
effects as wartime control-prices had on consumer goo . 

(c) The Punjab Registration of f 

The question of having a system of registering ^ 

money-lenders is a controversial question on 

be said on cither side. la is generally ..jees and 

aory registration u-ould reduce questionable 
bring about more healthy relations b®*/®®" 

agricultural population and the regLstered p economic 

lender who w^uld conduct his business on 

lines. On the other hand such ®®b®"’®® ^ credit 

tration could lead to the drying up of ‘b® so“®e 

and might involve Providing specia facilities lor e^ 

recovery of loans granted under restric p^n^idcrations, 
any case, whatever may be the theoretical consi 
in practice such a step could hardly be expected to 
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as long as thoro is an unsatisfu tl dcniand lor boricu mii'. T( 
is doubtful wlicthcr laws requiring the nionoy-U-ndcr U> get 
bimself registered and to take a license for carrying on liis 
lending business has achieved any significant results ; nor, is 
it likely to achieve any material improvement in the position 
of the borrower unless effective alternative sources of sujiply 
of finance can be dcveloiied. 


6'4*3 The severe fall in prices that followed the eco- 
nomic depression of 1929 increased the burden of debt so 
much that in many cases it was thought necessary to provide 
relief by drastic legal measures. In the Punjab, dcdjt conci- 
liation boards were set up under the Relief of In<lebledness 
Act, and, subsequently when it was realised that voluntary 
conciliations were not having much effect, more drastic 
measures like the Punjab Debtor’s Protection Act, 1930 an<l 
the Punjab Restoration of Mortgaged Lands Act, 1938 were 
passed ; the former Act exempted ancestral proi>crty from 
attachment as also standing crops, while tlic latter Act f^ro- 
vided for restoration of mortgaged lands on payment of 
nominal compensation. However, it is doubtful whether 
such measures have proved to be beneficial in the long run. 
A dispassionate study of the trends of borrowing during the 
last tliree decades seems to suggest that such measures which 
benefit individuals in one sector of the economy at the 
expense of other individuals in another sector of the economy 
generally recoil to the disadvantage of the former in the 
long run unless their economic dependance on the latter can 
be removed. One, therefore, finds it difficult to understand 
how a measure like, for instance, the Madras Debt Relief Act 
of 1938 wliich considered the loan as repaid if total payment 
debtor in interest or capital repayment equalled twice 
the original sum borrowod^ could economically improve tho 
long period position of the debtor unless the latter was freed 
all times from the necessity of borrowing from the creditor 
afifected by such legislation. Perhaps the statement made 

by the Central Banking Enquiry Committee, 1931, that “ a 

r^I and lasting solution can only be found by the spread 
of education, the extension of co-operative and Joint Stock 

training of the borrower in habits of 
nit and saving” is as true to-day as it was thirty years 

ago when it was made. 


V. Direct Loans and Advances by the Stale. 

is from Government 

sources' 81 ^ 0 ^ 1 °" borrowings from all 

Govomment un finance directly by the 

government u as initiated as early as 1883 when the Land 
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Improvements Loans Act was brought into effect, ami, was 
furtlier stimulated in 1884 by the Agriculturists Loans Act, 
These measures were partly undoubtedly welfare measures ; 
but, |>artly, they were also measures that led to the raising 
of land revenue and additional taxation on improvements in 
land secured through such loans. However, these advances, 
generally known as taccavi advances, were greatly circumscri- 
bed by rigid rules and regulations, and, though intended for 
enabling land improvements or relief of distress, became in 
the hands of unimaginative petty officials more a routine 
disbursement than an effective weapon for agricultural 
assistance. In fact, it is not wrong to assert that ‘the record 
of taccavi is a record of inadequacies' for they were 

(i) given in inadequate amounts, 

(ii) based on inadequate principles of equitable distri- 

bution, 

(iii) disbursed on inadequate recognition of appropriate- 
ness of security. 


(iv) delayed and made uneconomic because of inadequate 
recognition of the conveniences of the borrower. 

Apart from these defects, the more important short- 
coming was that little attempt was made to follow up the 
loan with proper supervision as to its utilisation for produc- 
tive purposes. Further, by the very nature of tlic governmen- 
tal system of lending, strict adherence to material^ collateral 
security was insisted upon so that, by and large, it was the 
bigger cultivator rather than the needy small cultivator who 
benefited from these disbursements. The Reserve Bank s 
Rural Credit Survey General Report expressed dissatisfaction 
with the disjointed working of iaccrtvi loans and suggested 
that it should be strictly limited to relief of distress. 
suggestion, of course, is not a new one, for as early as 
tlie Indian Famine Commission had expressed the view tha ' . 


"The policy of the Taka vi Acts should not be 
regarded as productive merely, but also as protec- 
tive ; and it is upon the protective aspects especial- 
ly that we would insist.” 


The concent of Government refraining from extending 
financial aListance on the theory that such loans destroy 

the spirit of self-help is an exploded theory, for to-day no 
only IS the Government a peoples elected and national 
government, but the welfare policy of the State has 
extended even to the idea of state partnership m co-opera tivo 

rural credit at different levels. 
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8. Conclusion. 

It has been pointed out that cheap and easily 
available credit is not the only, or even the best, solution for 
the ills from which the Indian Agriculturist suffers to-(lny. 
Undoubtedly credit and borrowing arc necessary features of 
any commercial operation, and, if agriculture is to benefit 
from modern trends of business it is necessary to make it a 
paying industry by removing the impediments to ellicicnt 
production* and convert it into a business rather than a mode 
of living. It is necessary to emphasise that : 

“Credit alone cannot convert an unprofitable 
industry into a profitable one. Credit may 
enable an individual to make a certain operation 
pay which might not otherwise pay or 
might not otherwise be undertaken at all and the 
price (of credit) which the producer has to pay may 
just turn the scale towards profit or loss in his own 
case. Viewed in this way credit may be an 
important factor in the cost of production in 
individual cases but it is mainly in other directions 
that a solution must be sought of the difficult 
problem of how agriculture generally can be made to 
pay...” 

It is, however, true that proper credit facilities and 
proper economics of agriculture are interdependent, and, 
the development of the one assists, and is assisted by, the 
development of the other. The near-stagnant conditions of 
life in our agricultural economy are the root cause of our agri- 
cultural poverty ; credit, by itself cannot overcome this 
fundamental obstacle to our economic progress, and, it 
would be unwise to forget that : . 

“The problem is not merely one of making tlie 
existing economic institutions work more efficiently 
or making small adjustments in them. What is 
needed is a transformation of the system so as to 
secure greater efficiency ” 


’/pamTI.t “8ri<»iltural produclivily in India, eee Vol. I Ch. 
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THE CO-OPERATIVE MOVEMENT 


1. Co-operation— its basic concept. 

11 George W. Russel, writing more in a politico- 
philosophical strain than in a purely economic one, stated in 

his Co-opcration and Nationality that * the civilization 

which is based on individualism is mean, and the civilization 
based ujwn great guilds, fraternities, communes and associa- 
tions is of a higher order. If we are to have ^ any rural 
civilization, it must spring out of co-operation.” It no 
part of a study in economic assessment to value the civiliz- 
ing influence of co-operation vis a vis its economic benefits, 
though undoubtedly from the social point of view one must 
prefer a given aggregate of welfare through co-operativM 
as compared to an equivalent one achieved otherwise if 
one agrees with George Russel that “Sometimw one feels as 
if there were some higher mind in humanity which could not 
act tlirough individuals, but only through brotherhoods and 
groups of men.” It was this evaluation of aggregate welfare 
that Aiarshall^® had in mind when he unequivocally held 
^i::^ 'Even constructive competition is l-s beneficial than 

ideal altruistic co-operation.” In L g.^nomic 

operative movement, however, one looks to its economic 

ndvantaues for it has to be recognised that normally a group 
:"£irwould prefer 

of conducting their business only if it _„uade 

interest to do so, as it is perhaps as 

■ivorhily men and women to cooperate and suffer a loss as 

to make water flow uphill. 

1 9 The concept of the movement has been succinctly 
brought out by C. R. Fay in his definition : 

“Co-operative Society is an association for the 
purpose of joint trading originating among the 

35. Principlos of Economics, p. 9. 
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weak and conducted always in an unsclfisli 
on such terms that all who arc prej)arod to as'<iiinu 
the charge of membership may share in its re\var<l.s 
in proportion to the degree to which tliey make 
use of the association." 


The definition brings out that a co-operative organiza- 
tion is : 


(a) not a charity organization, because it is coneernetl 
with free men in self-regulated action cm})liasisiiig 
the idea of self help ; lienee, the act of associuti<iii 
is both voluntary and a recognition of etjuality ; 

(b) in essence an orgnisation for an economic benefit to 
bo secured through trading in the widest sense of 

the term ; 

(c) not a seeker after particularist or sectional ju’ivilegc 
for it must conduct its business for the benefit of 
all who join it in an unselfish spirit ; and, 

(d) more concerned with the user rather tlian with 
his wealth for the bcnefites are commensurate 
with the use made t.c. faith in the society displnycil, 
rather than with the wealth t.c. capital invested. 


In India, there has sometimes been a hazy confusion 
between co-operation as a means to increased welfare and co- 
operatimi as an end in itself because of its socio-iiolitical 
values. Thus the third Five Year Plan®'' asserts : 

' "In a planned economy pledged to the values of 
\ socialism and democracy, cooperation should 
become progressively the principal basis of orga- 
iiisation in many branches of economic life " 

It is not clear why it should be so for surely 'the values 

ofsociahsm and democracy’ are not dependent on the 
economic life being organised on a co-operative system 
nor arc they obviously beyond achievLont 

assert seems, therefore, unwise to 

assert that The socialist pattern of society implies the 

ion of large numbers of decentralised units . *' for 

It does not do so ; it would be wiser to recognise that the 

mTnkTnVto a^no^b^^^^^^ because it elevates 

desirable in itself, but be^eause. additmlt ' 

contributes ■ to the primary 

36. p. 200 



90 


SOME ASPECTS OP INDIAN ECONOMICS 


1.3 The distinction drawn above may lead the unwary 
reader into fallaciously concluding that the business aspect 
of Co-operation is the be-all and end-all of the movement 
and that if it leads to the economic amelioration of its 
members, one need not look for anything else. The social 
economist realises the need for combating poverty, for “ihe 
destruction of the poor is their poverty”, which is neither 
neces.'ary nor inevitable ; and, the co-operative movement is 
intended, now as always, to combat this poverty which apart 
from its material ills has in no small measure contributed to 
the stagnation of the poorer classes. In short, “The peculiar 
feature of co-operation as a remedy for stagnation is that it 
is intended to meet not only the more obvious material evils 
but also the underlying moral deterioration to which the 
poorer classes have so long been exposed”.*’ 


1.4 The basic advantage of a co-operative form of 
activity may be summed up as follows : 

(i) It eliminates destructive competition inter 56 as 
between the members themselves. A co-operative 
sales society, for example, would act as a single 
seller on behalf of all its members instead of each 
individual member competing with every other 
individual member in their capacity as individual 
sellers ; 

(ii) enables the realisation of the advantages of large 
vj/scale operation. A cooperative farm may enable 

the small cultivators to derive the advantages oi 
m pnhflnisnd cultivatiom vhich each individually could 
not^cure ; or, again, a co-operative store could 
purchase things wholesale to obtain the advantages 
of large scale buying ; 

(iii) It helps to pool the resources of individuals with 
-- small and limited assets and obtain the benefits of 

strength through unity, as for instance, a credit 
society functions by increasing the creditworthyness 
of individuals who otherwise have little asset ; 

fiv) It helps to create a feeling of self-help 

^ and enables its members to resist exploitation, not 
by social or political upheaval, but by circumven mg 
some of the channels which lead to such exploitation, 

(v\ ^ ’ It combines high aspirations with calm and 


37, SUcIagan ConimittM Roport od Ck>-operation in Indin, para 1 
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training him to collective action by the aid of 
collective resources, and for the attainment of 
collective ends.”®® 


2 . The Co-operative Movement in India — its early phase. 

2.1 The introduction of the movement in India was at 
tlie initiative of the Government and was, at first, confined 
to credit only. The Co-operative Credit Societies Act of 
1904 had as its cardinal object the growth of a genuine 
Indian movement and, hence, deliberately restricted the 
movement not only to credit but also to the conco])t of 
unlimited liability for rural societies. The chief features of 
this Act may be summed up as follows : 

(i) The societies were given a legal personality and 
authorised to raise fund.s and carry on their 
business in a corporate capacity ; 

(ii) The societies were to be audited annually and an 
omcial audit was made compulsory ; 

(iii) The societies could advance loans to members only 
on personal or real security, but not ordinarily on 
security of movable possessions j 

f IV) The societies could give to its members only a 
limited interest in its share capital ; 

(V) The societies were exempted from the provisions of 

Uie stamp Act, the Registration Act and the Income 
lax Act. 


2.2 The early success of the movement led to thn 
mTnt^ToTer extended the move- 

tlie form Tf uLot“cenVrarBr4s1t “ "" 

was on of the movement till 1947 

been nut rn m^rr. ? emphasis appears to have 

imnrovemeni? ^ expansion rather than on qualitative 

officialised with th ^ “eyement became more and more 

hU deDartmenMa ^^®™'''*".® '“Portance of the Registrar and 
ms aepartment.®® A variety of societies were brought into 

m^ove^meut fot crISt ^ rural credit 

m ovement tor credit societie s constituted as much as 65% of 

38. Marshall — ‘Momorials p 227. 

nity Development and cn^ratjon) 
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the total number of primary societies. The second \Vorld War 
gave a fillip to the growth of consumer’s stores and industrial 
Co-operatives and with the initiation of Community 
Development and Planning, Co-operation may be said to have 
received a fresh start and a new orientation. 

3- Co-operation and Planning* 

3.1 With the advent of planning and the growing 
participation of the state in welfare activities, the role of 
the co-operatives steadily expanded. It was but natural 

that the co-operative societies should become the chief agencies 
for state action, especially with the growing emphasis on 
non-official local leadership. The Community Development 
Programme is an all embracing scheme and aims at the 
improvement of all aspects of life-«conomic and social, its 
primary function is to arouse the people themselves and 
hence tlie Panchayats and the Co-operatives must logically 
be the chief agencies for carrying out the programme. In the 
fieldofplanning.it has been recognised ^*1?^ 
development and social change are equally vital elements in 
the reconstruction of India's social and economic structure 
The Third Five Year Plan«. therefore, categorically 

states : — . 

-Co-operation is one of the 

bringine about changes of a fundamental nature 
withfn the economy. As was stated in the Second 
Five Year Plan, in a country whose econom c 
structure has its roots in the village, cooperation is 
something more than a series of activities orgamsed 
orco-operative lines ; basically, its purpose is to 
evolve scheme of co-operative 
organisation which touches upon all aspects of fe^ 

/> Vvfthin the rural economy, m 1®''*''“''^''’ of 

nrimarv means for raising the level oi 

basic Lc^sities for every member of the 
I community." 

■?-2 A sovereign democratic State has a responsibility 
for promoting the we Ifare of the 

rX'S'KlmlnS. . 1. S«.." atv.,.,.- 

Journal, Septorober 1003* 
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tive Society can be, and should be, the medium for educating 
public opinion for an effective demand fur a higlior standard 
of living, and, obviously is also the best means of executing 
many of the activities of economic and social ujdift that are 
planned for national development. But no plan of a Govern- 
ment can succeed in a vast country like India unless it is 
adopted by the masses and becomes a part of tlie i<leology 
and the very thinking process of the people. Onl}' a co-opera- 
live society could reasonably hope to be an agency for ensur- 
ing such results. It is, however, obvious tliat with national 
planning, general policy directions and guidance must come 
from the State which must also regulate the basic structure 
of the movement and provide the broad framework of the 
law within which it must work. But to be really successful, 
the movement must be both broadbased ami popular 
and it could not be either unless it was voluntarily brought 
into existence by people who regard it as their own creation. 
In short, tlic co-operative movement must be a peoido's move- 
ment with local leadership occupying responsible positions in 
it, with local initiative organising H and members themselves 
running it. 

3*3 The criticism that “in some States, tliC Government 
and its officers have often not encouraged local' leadership to 
come into the movement in responsible positions in the belief 
that they were not really capable of organising and running 

it"" is, in a sense, an admission of the failure of the policy of 

State sponsoring of co-operative activities, and, the sooner 
there is a change of outlook the better it is. It is, therefore, 
heartening to note the view^* that : 

“Every effort must be made to encourage the 

people and their leaders to take over tlie organisa- 
tion and running of the movement. Government 
w’ill, no doubt, continue to perform its statutory 
functions under the law and give the maximum 
possible financial and other assistance. The objec- 
tive, however, should be to transfer, as early as 
possible, the responsibility for the movement to the 
people and their leaders.’" 

In fact, it is surprising that even ton years of planning 
has not yet succeeded in giving a firm popular bias to the 
co-operative movement, probably because in an anxiety to 
speed up quantitative expansion of the movement, Registrars 
were more concerned with societies than witii men more 
with successful working than with workers, more with avoid- 
ing liquidation than with liquidating societies that did not 


42. Vide 39. 
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produce men to run them. It is necessary for those who are 
handling co-operative policy to recognise that if co-operation 
is to succeed we must develop co-operators and not merely 
co-operatives for “Once the processes of social and economic 
change gather force and the rural community attains higher 
levels of skill and productivity, co-operation has to meet 
larger and more complex demands;” and, this cannot de done 
unless we have co-operators. 

4. Structure and Organisation of the Co-operative Movement. 

4*1 Co-operation is a way of life; it is a method for 
organising group activity and, therefore, as long as the 
activity is legal one could organise a co-operative society to 
further the interest of the members in that field of Ine. 
Generally, however, a Co-operative way of pursuing an 
activity is prompted by a desire to gather strength by umty, 
and. hence, it is a way of organising economic activity tor 
those who are economically w'eak. The very concept ol a 
Co-operative Society involves the impUcit assumption ot a 
fair degree of mutual knowledge amongst its members s 

that it tends to be restricted in size and confined to a mor 

or less harmonious group of people tied together by .common 

needs and common characteristics There are certain for 

of co-operative activity where these limitations . 

operate^ as. for instance, in a Consumer Store or in » 

^r/pose society, .here the size could be -“f 
membership lacking in compactness compared to soemU 
rvlierc as in a credit society or a marketing society, routua 
kno. ledge and trust are essential. The controversy about 
the ideafsize of a primary co-operative society is really 
profitless war of words, for the size of a emoperative soc y 
L to be determined by its nature and the funct^ 
perforni, and not by any theoretical comderations 

mum number of members or area to be seryea. i .„era. 

any size provided the essential eharacteristics of ^1^^^^, 

tive society are ensured viz., and group 

ledge and mutual trust, homogeneity of outlook an b 

benefit with a social purpose. subicct- 

4*2 An important question of what is 

matter of considerable controversy q main- 

looscly called “open ” membership. It is some 

it, is enabled to ]om !*• . ^ against the 

rXar'iJy‘thfIoc^ry t^admit him as a member.” 


44, Vide. 39, para. 0 (i). 



This view, apart from being vague and Iiazy, is botli 
unscientific aii«l against the inlierent coiu;ej)t of volimtai'i- 
ness implicit in a co-operative organization. Tlie view (pioti'd 
above is hazy as it does not say to whom the appeal will lie 
and whether the appellate authority can “force” the society 
to accept an individual whom it is otherwise unwilling to 
admit. Presumably this power will lie with the Registrar or 
with Government for a co-operative society is an autonomous 
sovereign body. If, however, the Registrar or the Govern- 
ment are to thrust an individual into an unwilling society 
(whatever the reason for that unwillingness and liowever 
justified or unjustified it may be) surely the very basis of 
compactness and mutual trust would be shattered and the 
seeds of failure laid. Further, neither the Registrar nor the 
Government (nor any other authority which may perform as 
appellate authority) could accept the liability of failure cons- 
quent on their decision and, if so, it would lead to a paradoxi- 
cal situation in which a society has to accept a decision 
contrary to its wishes and also face its consequences. If 
official agencies are to acceiit the responsibility for determi- 
ning eligibility for membership then obviously “ the trend 

is towards greater government control in the immediate 
future, and that the dream of ardent co-operators of the 
last generat’on, that the movement would some day become 
truly popular, is now more remote than it was before 
independence.”** 

4*3 Planning in India is a national integrated process, 
even though individual schemes are operated by States and 
the Union Government, Similarly, even though co-operative 
societies are individual autonomous bodies, interlinking of 
their activities would be desirable for the sake of planned 

coordination. One may, therefore visualise an integrated 
structure as follows : 

INDIVIDUALS 


Primary 


Societies 


Supervising Unions 

L 

District Unions 


Supervising Unions 


District Unions 


State Unions 


% 

State Unions 


all INDIA UNIONS 
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The above structure visualises the idea of an effective 
integrated policy with adequate recognition of local require- 
ments at all levels. The success of any such integration 
would require : 

(a) sound societies at the base ; 

(b) membership at all levels of co-operators in the true 
sense of the term ; 

(c) eschewing of political influence, if any, in all its 
aspects ; 

(d) freedom from Governmental control in day to day 
operation ; 

(e) emergence of true popular leaders in charge of the 
movement at each level. 

4.4 Types of Societies. Classification of the various 
types of co-operative societies is apt to be always artificial as 
it would depend on the point of view and, in many cases, 
overlapping of functions are likely to take place. In any case, 
there is an endless variety of societies for there is an end- 
less variety of wants which could be furthered through the 
Co-operatives. Broadly, however, the following grouping may 
give a fair idea of the movement in India. 

A. Agricultural’ 

I Credit. 

(i) primary credit societies. 

(ii) Land Mortage Banks. 

(iii) grain gollae. 

II Non Credit. 

iil special purpose Societies — e.g. Land Reclama- 
tion, Consolidation of Holdings. Co-operative 

Farming etc., 

^iil ceneral purpose societies — c.g. co-operative 
^ ‘ stores, Purchase and Sale Societies, Marketing 

Societies etc. 

(iii) non-economic functions societies,^?, edu- 
' cational societies, sanitation societies, anti- 

malaria societies etc. 

(iv) multipurpose societies. 

B. Urban. 

Ill Banking and Credit. 

—Urban Banks. Industrial finance societies, 

thrift societies etc. 
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IV Non-Credit — {a) general. 

Consumer’s Stores, Production societies of 
artisans and craftsmen etc. 

(6) Specific purpose. 

Housing Societies, Educational facility provi- 
sions, unemployment aid etc. 

C- Financing. 

(i) Central Banks, 

(ii) Provincial or State Banks, 

(iii) Guaranteeing Unions, 

D- Special Activities. 

(i) Insurance, 

(ii) City Milk Supply, 

(iii) Operation of Capitalistic Industries, 

(iv) Cottage and Small Scale Industries Co-opera- 

tives, 

It is clear from the olasaifioation given above that there 
are no specified functions for which cooperative societies can 
or cannot be organised ; for every imaginable type of activity 
one could envisage a co-operative society, for cooperation is 
only a manner of suppl 3 nng the needs of a group of people.^® 


5. Some Problems of the Co-operative Movement. 


6.1 Simplification of Cooperative Law and Procedure. 
The Constitution of India, vide item 32 of the State List 
of the Seventh Schedule, makes cooperative societies a State 
subject.^ It has been so since 1919 when the Constitutional 
reforms included it in the transferred subjects. Some States 
have passed laws of their own while some arc still working 
under the 1912 (Central) Act with local legislative amend- 
ments. The various State laws naturally lack a certain 
degree of uniformity, sometimes even in fundamental res- 
pe^s, since economic and social conditions vary from State 
to State. With the growing reliance on cooperative organi- 
sations in the realm of planned development, which itself 
13 a national integrated process, it is desirable to have a 

certain degree ofuniformity in cooperative legislation, even 

though m matters of detail it might differ from State to State 
and incorporate local features to take account of regional 
requirements. The law relating to the cooperative movement 


46 . 


sytaem analyeed, 

Onssa CooperatiVQ journal, March, 1963. ^ ' 
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should normally lay down broad principles so as to ensure 
the cooperative character of the institutions and indicate the 
functions of the Statutory authority. It is now generally 
recognised that functions of the Registrar — the Statutory 
authority — should be restricted and should be confined to — 

(i) audit, 

(ii) liquidation and supersession, 

(iii) voluntary winding up, and, 

(iv) inspection, especially utilisation of financial assis- 

tance received from Government. 

After nearly half a century of unfettered control over 
the cooperative movement, the suggestion that the powers of 
Registrar of Cooperative Societies should be curtailed* may 
seem shocking, but is essential if the movement is to ever 
become what is was intended to be, viz,, a people's movement 
governed by the people. Recent trends in the movement 
have led many to believe that the existing large measure of 
government control over cooperatives in India is on the 
increase, — a trend which all true cooperatora deplore. The 
following quotation from Prof. Alexander Laidlaw’s Report 
to the Reserve Bank of India's Central Committee for Co- 
operative training (para 71) would illustrate the point : 

" Cooperative departments, their officers and 

the governments which they represent arc becoming 
more firmly entrenched as the real power in control 
over cooperative societies. A vested interest of 
officials has been created which is going to take 
considerable time and great effort to dislodge. 1 
found the attitude in some quarters that govern- 
ment should not relax its control over the movement 
and that official direction from the top will have to 
be continued indefinitely in the cooperatives in 


India." 

Prof. Laidlaw’s report was submitted in October 1958- 

eleven years after independent India ‘ 

no severer condemnation could have been ““de of our 
misguided guardianship of the co-operative “ovement.^^If 
the movement is to survive, it must ^ l^avo 

tacles of official control which, in the name of efficiency, have 

been squeezing out the life blood of true 

broad lines on which cooperative legislation should 

modernised and liberalised are . 

mistakes that true Cooperators are born. 
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(a) provision for association of non-oIBcial element in 

policy formulation at the State level ; 

(b) facilities for amalgamation and division of Rociet.cs 

with the consent of the members concerned ; 

(c) prompter execution of awards, decrees and orders 

concerning cooperative societies ; 

(d) quicker facilities for registration at local levels ; 

and, 

(c) representation of financing Central Banks on the 
managing Committees of the more important 
societies. 

5.2 Training of Cooperative workers. To educate men 
and women to a cooperative way of life is something more 
than to impart training on the rules and byelaws of a 
society or on how to run it efficienlly ; it involves developing 
in the people a faith in cooperation not merely as a means 
to end but even as an end itself. Enlarging the cooperative 
sector is a part of planned development in India and to 
achieve it we must have an army of ardent cooperators who 
would effectively help to run the cooperatives. In a sense, 
one could distinguish between two aspects of the problem 
vt 2 ., (a) those relating to the non-offical cooperator, and (b) 
those relating to the official staff engaged in cooperative work. 
The importance attached to the problem of training has been 
of sufficient importance to justify the setting up of a Central 
Committee for Cooperative Training by the Government of 
India through its Resolution of 2nd May 1959. However, it 
must be admitted that it has perhaps not yet been fully 
appreciated that the new social order that India is planning 
to build up can be established only by the people being 
cooperative-minded rather than by a host of government 
employees being trained or reoriented. Finally, the training 
programme must recognise that “while it is true that coopera- 
tion rests on high idealism and dedication to noble principles, 
it also depends on hard-headed business practices that must 
be learned by those who want to make the ideals of the 
movement come true.*' 

5.3 Credit and Finance. 

6.3.1 The origin of the cooperative movement in India 

was prompted by the need to supply credit to the agri- 
culturists. The early sponsors of the movement had hoped 
that cooperative credit would in course of time, replace the 
moneylender and free the cultivator from the tentacles of an 
unproductive indebtedness. We have seen {vide Ch. Ill 
para 6.4.1) that even after more than half a century, the 
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('ooperativo movement lias not been able to supply even 4”o 
of tbc total requirements of tlie borrowing needs of the 
cultivator. The increase in the total volume of advance 
from the cooperative societies, apart from its inadequacy in 
relation to total needs, is hardly an index of its meeting the 
requirements of the needy cultivator for one of the revealations 
of the Reserve Bank’s Rural Credit Survey was that the 
major portion of the funds of the co-operative societies went 
to the bigger cultivators. There was nothing startling or 
unexpected in this fact, since it was an obvious corollary of 
the policy of assessing creditworthjTiess in terms of material 
assets — a development that was completely different from 
what was envisaged for the Government of India Resolution 
of 1914 clearly stated that “The Indian Act of 1904 was 
admittedly intended to encourage small and simple credit 

societies for small and simple folk with simple needs the 

chief object held in view from the beginning has been to 
provide reasonable credit for small agriculturists, who 
represent the backbone of the Indian polity”. If subsequent 
dovclopmeiits have led to a deviation from the original 
accepted ideal then it can only be attributed to a failure on 
the part of the official machinery that was incharge of the 
movement. In fact, so outstanding has been this failure 
that the National Development Council's resolution of 1958 on 
co-operative policy directed that “co-operative credit should 
be made available on a liberal scale and on terms suitable to 
all farmers, especially to those not able to obtain credit 
under orlinary commercial banking principles. 
however, obvious that there is nothing new in the idea that 
creditworthyncss is, for co-operatives, not a reflex of material 
possessions but honesty and productivity for as has^ been 
aptly said “co-operative credit is capitalising honesty. 


5.3.2 Extension ofthoroleof credit is implicit in the 
very conception of the increasing use of co-operatiyes m o 

panning. The widening of the ambit of c..operat.ve^^^^^^^ 

nvolves enabling co-operative societies to admit all 
of cultivators and to make available adequate to^ce at 
reasonable cost. Such an extension 

martiinal and sub-marginal cultivators, landless tenants an 

other ‘assetless’ persons as members and to make availabl 
them adequate credit on the basis 

their material assets. An important for 

raised recently is that relating to financial sun 

cooperative societies by State ^ revolutionary 

Before, however, discussing this would be 

extension of State aid to co-opcratives in India, it 
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de.-!irat.lo to uiulc.staud the sourees of fiiuuice foi- eo-.,,K raliv. 
credit societies. 


5.3.3 The soures of working cttpital of primary credit 
societies may be classified as follows . 

(i) Share capital, 

(ii) Deposits from members and non-members, 

(iii) loans from societies, Central Banks and from 
Government or Reseve Bank, 


and (iv) Reseve fund. 

It is clear that the first two sources must, by the very 

nature of the conditions in India, be of a limited charactei 

and could not be expected to contribute much as the saying 
of the rural people itself is limited. The same could be 
said of No (iv) i.e. Reserve fund which could only grow- with a 
large volume of business; however, since both the volume of 
business and the profitability of whatever limited loan opera- 
tion that a credit society undertakes is generally small, the 
contribution that Reserve fund could make to the working 
capital of the society is strictly limited. In a sense, one 
w'ould, therefore, be compelled to conclude that most 
societies in India must w-ork with borrow'cd funds, the volume 
of w'hich would be determined to a great extent on tlic 
borrowing capacity of the society, and, the important question 
that wouhl then arise is the problem of w'hat determines this 
borrowing capacity. In any case, there is no denying the 
fact that credit societies in India never had sufficient working 
capital to meet all the demands that were made on them and 
it is the shortage of the credit facility available that led to 
the growth of the policy of State participation in the share 
capital of co-operative societies. 


6. Public Aid and the Co-operative Movement 

6*1 The Maclagan Committee on co-operation concluded 
that “the attitude of the Government is that it disclaims all 
financial responsibility and makes no definite promise of 
monetary support. This policy is based on a desire to 
establish a genuine co-operative movement which shall be 
self-contained and self-supporting, and, in so far as it 
represents the rejection of a system of money doles or undue 
special concessions, it appears to ..be a correct and desirable 
policy”. To the ardent co-operator the concept of 
dependence on State finance with its logical consequence of 
interference and political pressure, is against the very 
principles on which co-operation is based and is to be 
avoided. The evils of State help are ; 
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(i) It curtails the freedom of the movement and takes 

away the basic concept of self-help ; 

(ii) it fosters leisurely and irresponsible work and often 
is the source of bad debts ; 

(iii) it makes facile availability of resources and tempts 
uneconomic utilisation by inculcating the fallacy 
that co-operative banking is not governed by the 
same basic laws of hnance as ordinary banking ; 

(iv) it fails to develop true leadership ; and, 

(v) it causes infiltration of party politics into a 
co-operative society. 

It is, of course, not denied that the State may create 
conditions for succssful development of co-operatives by 
special legislation, by arranging for independent and strict 
audit, by providing assistance in the form of guidance or 
even keeping accounts accurately, but when State aid enters 
the realm of direct financial assistance it enters a dangerous 
phase which true lovers of co-operation must strive to 
avoid.*® 


6'2 Recent trends in India are, however, towards more 
direct participation by the State in the co-operative move- 
ment, even to the extent of contribution to the share capital 
of societies. The present trend of co-operative policy 
supports contribution by Government to the share capital 
of credit unions, Apex and Central Banks, marketing and 
processing societies, though it refrains from State participation 
in the share capital of village societies. Even for the latter, 
the Third Five Year plan expressed rather strange views, viz : 

(a) the state could participate if 

(i) 60 percent of members desired it, 

(ii) the affiliating Central Bank supported it, 

(b) a maximum of Rs. 5000. and in exceptional circums- 

tances Rs. 10,000 was laid for such participation, 

(c) the participation should normally be indnect, that 

is, through apex and central cooperative banks. 

These views are strange and almost self-contradictory 
for while it recognises the possibility of opposition 
from some members, it also wishes to “thrust such 
assistance through the cooperative medium viz the financing 
banks. It recognises that such schemes of assistance we 
slippery and, therefore, may lead to a system of nominated 


46. See Bose, S.K.— Aided 

Review, 


Co-operatives, in All-India Co-operative 
February, 1951). 
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directors, and henco attempts the impossible compromise by 
suggesting that : 

“where, for special reasons, State participation in 
share capital is direct, nomination of directors to 
the managing committees of primary societies should 
be avoided. If such nomination is considered 
essential, the authority to nominate directors 
should be delegated to central cooperative banks.” 

Such direct participation in the share capital of coopera- 
tive societies are, definitely and completely, unmixed evils. 
It is necessary to recognise that the State in a modern 
democracy is synonymous with the political party in power, 
and it is unwise to bring the cooperative movement within tlic 
fold of a fluctuating policy determined by ideologies far 
removed from basic cooperative principles. 


6.3 State participation in cooperatives lias in recent 
times been advocated on the need “to admit all classes of 
cultivators” into the fold so that the following basic advant- 
ages may follow : 

(i) a supplementary line of credit can be made 

available with a view to implementing village 
agricultural production plans, 

(ii) prevent the cooperatives from becoming preserves 
of the material asset-holder, 

(iii) encourage the small cultivator, particularly those 

in possession of uneconomic holdings, from joining 

cooperative societies and effectively beuefitting from 
them, and, 


(iv) combat effectively vested trading interests tlirough 
a properly coordinated credit and marketing 
scheme, especially through the crop-loan schems. 


features were broadly incorporated in the integra- 

propounded by the All-India 
Th^ 1 Survey Committee of the Reserve Bank of India 
votiiiZ* extension of credit, especially to those not in a 

appropriate collateral security, has been 

Sant has made 

important recommendation m this respect, viz., 

“To enable cooperative societies to admit all classes 
of cultivators, including marginal and sub-marginal 
cultivators, landless tenants, etc. as members, and 
provide them with adequate credit on the basis of 
^^'■^^oduction requirement and repaying capaci- 

47. Ch. XIII, para. 8. 
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tv the State Governments should make an 
outright contribuion to the funds of ^ch society at 

3 percent of the additional loans made during the 

y^r over those advanced by it in the preceding 
year. An outright contribution of 1 percent to bad 
debt reserves should bo made to central cooperat ve 
hanks in respect of the additional finance provided 

hv them. In the intensive tn the 

vherc credit is sought to be made \ 

full scale ofrequirements the outright grants arc 

at a sli<^htly higher level, being 4 percept 
primary" societies and 2 percent for e^.^ral banks 

hie continuance of these outright 

community, who have hitherto been 

adequate credit, should now receive the neces ^ 

The outright grants received by 
assistance. ine f uanlfq were to ho 

primary societies and central -.gerves which 

credited by them to special bad debt re e 

would be in addition to t'>‘= that 

reserves created from profits. I of the 

“extent nvhieh unde;. 

thc extension of credit facilities, sUouia n 

taken” 

Tlie above sebeme based 

of the idea of ^ potential repaying capacity , 

on creditwortliyness based on true and correct 

To the extent the -* ^bev would be productive and 

assessment of repaying c p y* j ^ the extent they 

would need no subsidisation by ^ ,vero 

contribute to bad de s subsidisation would only 

unproductive ,^ovement-probably financially, 

weaken the cooperative ui 

certainly morally. ■„„lt,iral production plans 

‘^Sers, and, ‘he niost effect ve ^ ^ large 

link up credit ."'f >"‘X with the marketing of the 
“rod-l S«“era schen^ may he expected to 
^ (i) ensure prompt repayment, 

(ii) expand share capital, 

47 Third Five Year Plan, p. *■*^3 
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(iii) enlarge reserves, and 

(iv) attract more local deposits. 


Increase in the internal resources of a society must take 
time and, hence, a supplementary line of cre<lit has to he 
made available which would mainly be intended for seed, 
fertilisers and current ex]X!nsc-s of cultivation but may als<j 
include medium term loans of approved ty])e.s. The 
question of responsibility for such extended credit iit tlio 
event of non-recoverability is an important one. It is lird*! 
in certain quarters that since fuud.s are made available by 
tile Re.sorvc Bank at lower rate.s of interest than those at 
which other fiiinls are borrowed, there should be available a 
margin from which losses, if any, from extended ere<iit 
sliould be met so that apex and central bonks should be 
able to accept the responsibility for the.se losses. It may be 
pointed out that such reasoning is based on a fiilluey and 
confuses ability to meet a loss with the prudence of accepting 
such a liability in principle; for obviously, such extended 
credit must be, by its very nature, beyond the limits of 
prudence wliich the co-operative society would have, of its 
own accord, accepted. 


7, Special Funds for Medium and Long-term assistance- 

T . ^ important recommendations of tlic 

Integrated Rural Credit Scheme was the creation of special 
funds under the Reserve Bank and the Government. These 

016 A 





the National Agricultural Credit (Long Term 
Operations) Fund to enable the Reserve Bank to 
give financial accommodation to State Governments 
and to land mortgage banks; the funds made 
available to State Governments were to be used for 
participation in the share c^ipital of co-operative 
banks, credit societies and land mortgage banks ; 


Gic Na^tional Agricultural Credit (Stabilisation) 
Fund for granting medium-term loans to State 

; assistance from this fund would 
be specially available if overclues in short term 
loans granted by the Reserve Bank came about 
consequent on famine, draught or other calamities; 

Agricultural (Relief and Guarantee) 
Fund to be operated by Government for providini 

assistance for writing off irreooverair arrears 

dfstreS'^Thrw prisingfrom chronic natural 

distress, the assistance IS to be made available to 
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co-operative institutions as grants tlirough State 
Governments. 

7.2.1 Of the above three funds, the first two are in the 
nature of medium-term advances by the Reserve Bank while 
the last one is a sort of a special State aid to co-operatives to 
meet losses arising out of conditions beyond their control. 
The general problem of financial aid from Governments to 
cooperatives has already been considered earlier. It is 
difficult to accept that members of a co-operative society are 
entitled lo receive special consideration from the taxpayers 
while non-members affected by similar calamities are not so 
entitled, and, in principle, such assistance is objectionable as 
they tend to enhance the dependance of co-operativcs to State 
assistance and may reduce their independence and autonomy. 

7.2.2 In 1955 the Reserve Bank of India Act was 
amended to enable the Bank to provide large financial 
resources to assist reorganization and development of 
co-operative credit. In accordance with the amendment, the 
National Agricultural Credit (Long-term Operations) Fund was 
established to be drawn upon for advancing : 

(a) medium-term loans to state co-operative banks, 

(b) long-term loans to state governments for contributing 
to the share capital of co-operative credit 
institutions, 

(c) loans to central land mortgage banks and purchase 
of their debentures. 


Prior to the establishment of the Long-term Operation^ 
Fund the Reserve Bank could issue medium-term loans to an 
acgrcgate of Rs. 5 crorcs and restricted the quantum availaMc 
to any State co-operative bank to an amount equal to the 
banks owned funds; the latter, in turn, 
limit advances to the extent of the owned 

central co-operative banks. The restrictions imposed on the 

Reserve Bank w ere removed in 1955, though the advice g 
to State co-operative banks to restrict medium-term advances 

banks to the extent of the latter’s owned 

funds was continued with a view to . 

(i) avoiding resort to medium-term loans for short 
term purposes, 

(ii) preventing seasonal agricultural operations through 
medium-term loans, 

(iii) ensnring ntilisation of long-term funds available 
with land mortgage banks, 
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(iv) developing fully the resources raised by the 
co-operatives themselves as obviously the loans 
provided by the Reserve Bank arc intended only to 
supplement those already provided by the co-opera- 
tive sector itself. 

It has, however, to be admitted that the Reserve Bank 
itself has not been able to utilise fully the resources available 
under the Loan Operations Fund, the position of which on 

June 30, 1959 was as follows : 



(In Rs. crores) 

Balance to the Credit of the Fund 

30 

Less Amount outstanding 

19*40 

+ 

1 

Limits operative 

1*64 

Balance available for 

2104 

distribution 

8-96 


8. Land Mortgage Banks and long-term Credit. 

8.1 The normal credit needs of the cultivator includes 
longterm credit for obtaining fixed capital to be invested 
permanently or for long periods in : 

(i) purchase of land, 

(ii) acquisition of costly equipments, 

(hi) consolidation and improvement of holdings, and, 

(iv) making permanent improvements in the productivity 
of land. 

In addition, the cultivator in India requires long-term 
funds to redeem his prior debt which, in a sense, is 
unproductive borrowing, though maybe unavoidable if he 
wishes to retain his land and continue to make at least such 
a living as he has been doing in the past. From the strict 
economic point of view there is little difference between 
borrowing to purchase land and borrowing to redeem the 
ancestral debt to prevent sale of land for the productivity 
and economies of either would depend on the terms of the 
investment and on the availability of alternative means 
of earning a livelihood. To be economic, long-term rural 
credit must satisfy two conditions, viz : 

(a) Sufficiency, i.e, adequate to effectively start the 
operation intended, and 

(b) Self-repaying i.e. repayable from the margin of 
profit of the borrower’s holding without the 
necessity of 
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(i) starving liis current financial needs, 

(ii) alternative and additional borrowing, 

(iii) having to sell his assets to discharge the 
loan. 


The concept of long-term credit is to be linked more to 
the purpose of the loan and the repaying capacity of the 
borrower rather than to any defined period of time. In many 
countries the essence of a long*term loan is to make its 
recovery in instalments that are only a small percentage of 
the principal amount of the loan by spreading its recovery 
over a long-term of years which range from 30 to 75 years. 
Itia, however, clear that while a maximum period for 
^‘t'f'Svcry should be laid down, the minimum period should 
letermined by the additional yield following from the 
vStinent and need not be uniform for all borrow’crs. 


S-2 It has generally been recognised that normal 
banking institutions, whether commercial or cooperative, are 
unsuitable agencies for longterm credit. It has, theretorc, 

been necessary to develop special types of credit mstituticns 

for long term financial needs of the cultivators m the form ol 

land mortgage banks. It is not necessary 

tutions must be necessarily cooperative, though in India the 

trend has been continuously towards the formation ol 

co-operative land mortgage b ^iks whic h are more 

for providing reliefto^ nigll'a^cultur^ tsjiiid owners of small 

holdings. In India, 

up maybe regarded as a quasi-co-operative tjpe tending 

towards the pure co-operative type since quite a few 
land mortgage banks are associations of both 
non-borrowers with unequal share ^pital ^eld by 
different members though each member has a . 

irrespective of his share capitel. In a sense, th® scope ol^a 
purely cooperative organization m the sphere of 

Lrtgage blnks is rather limited Is 

extremely impersonal and is devoid of the human , 
faras possible. A successful land mortgage bank ^ 

more on sound valuation of security, 

titles, correct assessment of borrowers 

capacity and efficient financial management than on ^ 

concepts of removal of borrowing disabilities, potentia 
repaying capacities and moral reform of the borrower. 

8-3 With the development of cooperative land 
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may be pointed out that the case against State aid is stronger 
lor normal co-operative societies than for mortgage banks 
even when registered as co-operative societies for the simple 

reason that the pure co-operative alement is less in a mortgage 

bank Further, the chief objections to State aid are when it is 
directly financial, but other forms of aid are both suitable 
and necessary for mortgage credit banks. Government 

form!^-*l!f mortgage banks may take the following 

(i) guaranteeing the interest on debentures issued, 

ill) including the debentures of these banks among 
trustee securities, ° 

(iii) purchase of such debentures by Government. 

(iv) guarantee of the titles to the land by the State, 

(v) granting of the power of foreclosure with a speedy 

foreclosure procedure, and. of sale without rccoarse 
to law courts, 

® growing importance of the Central Land 

country has been a souree of eonsi 
so^i of? institutions are the main 

figu;:: rniTeatelh” * agriculturist. The following 


Year 


( 1 ) 


1951-52 

1954-55 

1956-57 


Working 

Capital 


( 2 ) 


1,016-58 

1.578*82 

2,132*47 


(In Rs. Laklis) 



Fresh 

Advances 


260*65 

243*49 

380*22 


Capitauls bLVfL^ter "'o^king 

thft during ?h: fi^t plan peS auZr 
expansion were noticeable. Of cousrin ^rl!r imitation in 
mortgage banks we have in India 'and 

which also supply a fair amount S' mortgage banks 

position as at til Jnd of iunriUdS wa?aTaws®°""^^^’ 
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(In Rs. thousands) 

State 

Working 

Total 

Overdues 


Capital 

loans 


Andhra Pradesh 

81836 

58270 


Assam 

1542 

1409 

42 

Bihar 

1070 

190 

* 

Gujarat 

82959 

72019 

7502 

Kerala 

10992 

9587 

61 

Madhya Pradesh 

5629 

3071 

353 

Madras 

79281 

62843 

♦ 

Maharashtra 

66968 

44216 

2340 

Mysore 

38392 

31362 

138 

A A 

Orissa 

6926 

5727 

18 

Punjab 

3025 

3708 

* 

Rajasthan 

623 

71 

* 

Uttar Pradesh 

1501 

N.A. 

A 

West Bengal 

2956 

2478 



* Negligible. 

Source —Reserve Benk of India. 


9. Co operative Marketing- 

9.1 The All-India Rural Credit Survey Report on95T5^ 

recommended integration of measnre of rural 

Co-operative Marketing as an impo marketing is a 

finance. An integrated approach to ^* 1 ® ^ jg main 

natural corollary to the fact ^VL ioaii from specific 
market for her agricultural produ e. Apart 

diBabilities like manipulated scale , ig^.^ bargaining and 

unjustified deductions an^d j-ajere from^ which the 

deliberate under-buying by *g]y regulated markets, 

cultivator suffers due to lack of uLy to obtain a fair 

he suffers most from his economic inability lo 

price because of 

(a) internal competition to sell ; 

(b) anxiety to sell quickly due to. 

(i) absence of holding ^.onomical 

(ii) absence of proper and 
warehousing facilities, 

(Hi) unwillingness and inabi i y 
watch the market , 
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(c) 

(d) 


lat-k of proper grading facilities for determining (ho 
quality of his produce ; and 

lack of proper commuDication and transport 
facilities which prevent him from tapping the more 
favourable prices in the distant markets. 


The need for proper marketing facilities is most needed 
in India because of the fact that marketable surplus is small 
for each individual cultivator, though collectively it is 
enormous. The establishment and development of co operative 
marketing societies has been considered an important measure 
for improving marketing facilities. In fact the Congress 
Agrarian Reforms Committee*® went so far as to suggest that 

• t there should be compulsory co-operative marketing of 

all* village agricultural products and no individual farmer 
would be allowed to sell his surplus independently ,” Genuine 
cooperators would, of course, find this mixture of “Compulsion 
in co-operation an unacceptable paradox ; but, development 
of co-operative marketing would undoubtedly provide a 
solution to some of the problems for those who voluntarily 
join such a society. 


9 2 Two important features of agricultural marketing 
conditions in India deserve special mention. These are : — 

(a) the village buyer of produce at wholesale is usually 
also the chief source of credit-supply to the cultivator. We 
have seen that the moneylender, particularly the agricultu- 
rist money-lender, predominates in the supply of credit. t 
The cultivator is often compelled by circumstances to sell 
his produce to his creditor. As the Reserve Bank’s Rural 
Credit Survey pointed out “The marketing of agricultural 

produce is largely in the hands of a body of men who, 

represent private interests and who control both the sources 
of credit and the disposal of the produce. Often enough, 
therefore, the cultivator's position is that of having to bargain, 
if ho can, with someone who commands the money, com- 
mands the credit, commands the market and comes with the 
transport.” It is obvious that under such conditions the 
cultivator can hardly expect to get a fair price, let alone a 
good price, 

(b) There is generally an excessive number of middle- 
men who intervene between the cultivator and the final 
buyer, many of whom hardly perform much economic func- 
tion, It is difficult to estimate the gap between the price 

• See Vol I, Ch JY, Para S.2‘I. 

48. Report p, 64, 105. 

t See earlier, Ch, III, para 6.4. 1 , 
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received by tlie priin«ary producer i.e. the cultivator and the 
general wholesale price of the produce in the big mandis 
and markets, but even if the rather conservative estimate of 
15 percent is taken as the starting point, one would be 
compelled to admit that a big slice of the cultivator’s reward 
has been taken awaj’, particularly when the parity index is 
none too favourable to him.* 

9 3 The fundamental characteristic of co-operative 
marketing needs to be understood properly. It is not the 
aim of a co-operative marketing society to raise prices by a 
policy of restrictionism ; it is essentially concerned with 
readier adjustment of supply to demand by stabilising market- 
ing conditions through appropriate and orderly regulation 
of supply. In short, cooperative marketing does not seek 
to alter ihe results of competitive conditions by creating 
monopoly or cornering of supplies, but seeks to work witliin 
the free market and maximise the benefits to its members by 
eschewing as far as possible the disadvantages of the com- 
petitive system. The economics of price fixation in a com- 
petitive market is usually disadvantageous to the producers 
when they have a seasonal product which is perishable and 
which is supplied by innumerable individual producers acting 
independently. Such a condition not merely leads to a 
po.ssiblc depression of price at harvest time, but also neces- 
sarily introduces an element of fluctuation in it since the 
supply of agricultural produce is seasonal while its demand, 
especially that portion of it which relates to foodgrains, is 
continuously steady.f A co-operative marketing society aims 
at combating such seasonal depression of price and wide 
fluctuation from time to time by a more effective adjustment 
of supply to demand. 

9-4 A truly co-operative marketing society should not 
merely provide for democratic control but also distribution 
of earnings on the basis of business brought by members 
and transacted through the society. The most economic 
and appropriate method is to undertake pooling ofsuppli^ 
so that the identity of individual sources is done away with 
and each member receives a price calculated on his contri- 
bution to the pool and the average selling price of the 
product. It is necessary, of course, to have standardised 
grading so that the cultivator raising produce of a h gh 
quality does not suffer. It is necessary to emphasise that 

continued loyalty of individual members 

without honest and efficient grading, even if the other 


• Vide Vol I, Ch. V, page 215, 
t See VolI.Ch.^V pora I.g. 
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activitu's of the t^ooiety are earried on in a Inisiiie.-sliko 

hishion. The Reseve Bank’s follow up Rural Credit Survey'^ 
found that 

Arrangements for storage were not always 

satisfactory. Delay in effecting sales whirli involv- 
ed additional expenditure for the cultivator made 
tli^e problem of storage still more difiiciilt. Grading 

of produce was sometimes done unsatisfactorily 

and it was stated that the bigger cultivators and 
sometimes petty traders cum cultivators managed to 
get bettor grades for their jwodiicc. It was also 
reported that sometimes, the would be purchasers 
attempted to influence the stall who wore in charge 
ot grading so that produce would be given a grade 
lower than what it deserved.” 

These are serious deficiencies, the continued existence 

of which mu.st inevitably adversely affect the loyalty of 

members, partieiilaHy the producer of the superior grade of 
fn^l. 1 nature being What it if it ?s 

grow merely 

formation of a co-operative society, for only through 

can one inculcate love 

service' TovidI" '’y efficient 

(i) arranging for the sale of produce of members 
' P‘od -0 ’brought 

'zzs:r“‘ 

the credit '^co-operative ard^'th’^ was to strengthen both 
simultaneously, a^nd to cout?touto t co-operatives 

of the cultivators by providing better faerr''T‘‘' 

I'lg of their produce and at the « fachties for the market- 
with interim accomodation P.^^iding them 

pledge finance which is normally expectetr to ‘in ^"‘’7 
bargaining power. However th„ “ ‘ '“creaso their 

approach would depend or’the iK ? /"''' r ‘be 

movement to free the cultivator'^frn'’'' of the co-operative 

credit for the latter oLn comnMs on private 

“•’'’iow R„P„„ pp. ,,8s_3g 
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retards further development of credit co-operatives while a 
weak co-operative credit structure must delay the efficient 
functioning of marketing co-operatives. 


10. Progress and Achievement. 

10.1 Assessment of the achievements of the co-operative 
movement is difficult for it is the one field of economic 
organisation where quality rather than quantity is important. 
It is unfortunate that in many of our recent discussions on 
co-operative development more stress has been laid on physical 
targets and inadequate attention has been drawn to the need 
for recognising that it is not the co’operative society which is 
important but the cooperator, it is not the number of societies 
registered that is the index of progress but the quality of 
service performed by them, it is not to the amount of credit 
disbursed to which we should look but its Utilisation and 
effect on the borrower’s productivity. It is, of course, difficult 
to make such an appraisal except through detailed study of 
the working and performance of individual societies. ^ To 
make an appropriate study one would need the sort of pains- 
t&kin^ survey that the Reserve Bank undertook in i s 
follow-up survey of 1966-57 which is admittedly both expensive 
and time consuming and can hardly be undertaken frequent y. 
However, it is only through such efforts that one can make 
an appraisal of the movement and the important point to 
bear in mind is that a statistical recital of progress is only 
a limited (and, possibly, unsatisfactory in particular cases) 

indicator of progress. 


10-2 It i8 necessary to recognise that co-operatira Js 

both a means to better living and a 

upliftment. In a sense the two ends are -n^eP^ent 

for the one leads to the other and is in /“f”- the 

it. It has been of late fashionable for ^ ^^,1^ 

co-operative movement to harp ? r ooerativo 

lack of the co-operative spirit amongst memters 

societies in India without always realising that g P 

tive spirit cannot thrive in an rnrise It would 

it is the outcome of successful economic Maclagan 

be desirable to recall the wise words “e Mac g 

committee on co-operation'* who stated as fol • 

■■The theory of can by association 

isolated and powerless „^^nt^and mutual 

with others and by moral developmen aterial 

support obtain in his persons 

advantages available to wealthy or powerful persons, 


60 Report, para 2. 
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aiuUhcrcl)y develop himself to the fullest exlcnt 
of his natural abilities. By the union of forces 
material advancement is secured, and by united 
action self-reliance is fostered, and it is from the 
interaction of these influences that it is hoped to 
attain the effective realization of the higher and more 
prosperous standard of life which has been 
characterised as ‘better business, bettor farming an< 
better living’ . We have found that there is a tendency 
not only among the outside public but also among 
supporters of the movement to belittle its moral 
aspect and to regard this as superfluous idealism. 
Co-operation in actual practice must often fall far 
short of the standards aimed at, and details inconsis- 
tent with co-operative ideals have often to be 
accepted in the hope that they may lead to better 
things." 

Appraisal of the movement must boar these wise words 
in mind, and, while statistical recital of progress may indicate 
its outward growth, one must constantly recognise the need 
to continuously improve the. quality of the people aflFected by 
the movement and strive unceasingly for the removal of those 
defects and shortcomings which tend to deviate the movement 
from its true goals. 

10 3 Since the credit aspect of the movement is the most 
signifleant one in India, progress of primary agricultural 
societies must naturally constitute the first tost of progress. 
The following table gives the development in this respect. 


Primary agricultural Societies 

Year 

Societies 

(numbers) 

Membership 
(numbers in 
millions) 

Short and medium 
term advances 
(Rs. crores) 

1950—51 

104998 

4-4 

22-9 

1965—66 

159939 

7 8 

49-6 

1958—59 

182905 

11-9 

125-5 

1960—61 

210000 

17*0 

200 0 


The above figures reveal substantial quantitative progress 
but apparently all was not well with the movement for 

(a) overdues constituted 21 percent of the outstandings 

on 30th June 1960 as against 20 percent at the end 
of 1958-69, 
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(b) Hs many as 21,305 societies were dormant for 1 year 

and 22,594 for 2 years and more, 

(c) the number of villages covered by dormant societies 
was as much as 56,411. 

Some further idea of the agricutural credit societies can 
De got from the statement given below 


Item 


Agricultural Credit Societies 
(AlMndia Averages) 

Amounts in Rs. 


1958-59 


1959-60 


Membership 

65 

, 71 


per society 

Working capi- 

9,346 

11,011 


tal per society 

Share capital 

(a) per society 

2,033 

2,312 


(b) per member 
Deposits 

31 

32 

4 

* • 

• 1 I • ' t 

(a) per society 

540 

585 

. < 

(b) per member 

8 

9 

» ■ , 1 1 . U' 

Loans advanced 

105 

117 

• 

per member 


It is apparent that as sources of thrift promotion the 
societies have not achieved much for neither share capital nor 
deposits* per member shows any significant improvement while 
the major portion of the increased working capital only reflected 
increased borrowings from State or Central co-operative banks. 
Again, while profitability is not the primary criterion of a 
good co-operative society, it still is an important index for no 
society run on uneconomic lines can in the long run either 
promote a co-operative spirit or command the loyalty of its 
members. Further, any successful cooperative credit society 
must be judged by the important test of prompt repayment 
of dues for it is in the avoidance of overdues that the 
development of the true co-operative spirit finds fullest 
expression. The following tabic gives interesting light on 
these aspects ;* 


• .Soo Vol I. Ch. 1, Para 25, Table H. 
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States 

Proportion of 
Societiesloss 
working at a 

(1959-60) 

Ovcrduus as pro- 
portion of out 
standing-^ (as on 

June 30, 1960) 

Andhra 

Pradesh 

27 

14 

Assam 

34 

55 

Bihar 

37 

55 

Gujarat 

33 

25 

Maharashtra 

21 

27 

Jammu & 

Kashmir 

9 

26 

Kerala 

34 

20 

Madhya 

Pradesh 

16 

21 

Madras 

24 

11 


Mysore 

25 

Orissa 

35 

Punjab 

18 

Rajasthan 

13 


33 

20 

20 

19 


Uttar Pradesh 
West Bengal 


10 

27 


6 

43 


h hnrHi ‘ revealed by the above table 

execof ‘'‘® ®®®'^‘‘ movement, 

Prarllh^® ^^desh. Madras and Utta^ 

crash s noVfToff ““ ® “ 


that “on-agrioultural credit societies constitute 

ere Jnrd^o^rreTrir^^^^^^^^^ 

art^l, tradeTs!' factory workers and^sltried “'erployees^ 
1 hese societies are verv DODular in a 

At the‘'end "rthe ^yirjuL"^ 1960°th 

seem to have sponsored thrift*"?* ®°'''ever, these societies 

societies increas*rdTom R^76 8[ ~ 

to Rs. 83-27 crorcs at the' en|^?°,*^r60,^r soS 
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Maliaraslitra and West Bengal accounting for 60 percent 
of the total deposits. 

10*5 Agricultural marketing societies arc generally 
classified into two types : 

(a) State and Regional Marketing Societies. 

(b) Primary Marketing Societies, 

As regards the former the position is that while societies 
at the apex level have larger membership of societies, those 
at the intermediate level have larger number of individuals 
as members. However, the contribution made by these 
societies in the form of loans advanced and sales effected, 
though increasing from year to year, were insignificant in 
their total contribution to the economy of the country. The 
Primary Marketing Societies have, on the other hand, made 
good progress as would be clear from the table given below : 

(Items 3 to 9 in Rs. crores) 


Item 1958-59 1959-60 


1. Number 

2. Membership 

3. Share capital 

4. Reserves 

5. Borrowings 

6. Working capital 

7. Loans advanced 

8. Purchase 


2,380 

9,68,239 

369 

2-25 

8*53 

14*47 

12*20 

15*60 


2,501 

11,83,907 

4*94 

2*60 

11*04 

18*58 

16'87 

30*27 


9. Sales 

(a) as owners 

(b) as agents 


9*83 

16*88 


21*12 

25*52 


10-6 We have seen that an Si"?- 

ment has been the emergenee by 

ship in the co-operative movement ® • Jo the share 

state Governments in the form of wntnhutmn to tn 

capital of different types of ‘^Son of State 

end of Juno 1960, the . ®““^i"to Rs. 23'71 

Governments towards such made avail- 

crores. The major portion of this t Bs. 15-37 

able to primary aef‘ 0 '*l‘“'’all societa® h^^8 available to 

crores i.e. nearly 47 Co-operative Banks 

State Co-operative Banks crores and Bs. 8-77 

were much smaller, being only Bs. 6 6.! cror 
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crores respectively. The table given below indicates the 
relative position of Government contribution and the paid-up 
capital of the societies themselves : 

(In thousands of Rupees) 


States 

Government contri- 
bution to share 
capital 

Share capital 
paid-up 

Andhra Pradesh 

3,75,64 

17,21,16 

Assam 

96.61 

2,04.50 

Bihar 

1,54,59 

4,19.54 

Gujarat 

3,21,73 

19,48,61 

Jammu & Kashmir 

17,76 

57,06 

Kerala 

84,06 

4,52,74 

Madhya Pradesh 

2,58,13 

8,60,67 

Madras 

2,80,32 

17,24,51 

Maharashtra 

5,62,13 

42,33,97 

Mysore 

2,72,53 

14,56,53 

Orissa 

1,03,10 

3,67,83 

Punjab 

2,47.18 

12,91,42 

Rajasihan 

75,71 

4,59,62 

Uttar Pradesh 

3,49,62 

23,06,16 

West Bengal 

42,21 

8,12,10 


It J8 obvious that no specific relationship between the 
two exists so that in some cases, as for instance in Kerala 
West Bengal and Rajasthan the contribution of the Govern- 
ment is small compared to the paid-up share capital, while in 
certain other cases, as for instence in Bihar, Madhya Pradesh 
and Orissa It is very large comparativly. The basic considera- 
tions affecting this question has been discussed earlier • it mav 

however, be added that lack of an uniform policy in this res- 
pect may imply infiltration of an element of variation in the 

re'rdrabr^®“‘’“‘ 

10 7 The present position of the Co-operative Movement 
in India is indicated in the table given on next page ; 
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Type of 
Society 


Co-operative year July 1959 Juae 1960. 

(Amounts in lakhs of rupees) 

Num- Member- Working Loans Value of goods 
ber ship capital advan- Received Sold 
(in — ced or 

thous- pro- 

ands) duced 


I 


22 


31 174,74 196,92 — — 


I All 

Societies 3,13.499 3,12.71 1083,47 325,32* 273,05 388,45 

II Credit 
Societies 

(A) Short- 
term 

1. State 
Banks 

2. Central 

Banks 400 3,69 247.40 297.14 - - 

3. Primary 
Societies 

cultural 2,03,172 1,44,23 223.70 169,09 43,31 33,30 

(b) grain 
banks 

(c) non- 


agn- 


cultural 
(B) Long- 
term 

1. Central 
Land 


9.554 12,13 4,41 1.47 - — . 

11,371 42,31 137,40 117,40 7,02 5,63 


Mortgage 

Banks 

16 

2,17 

37,38 

8,52 — 

— 

2. Primary 
Land 
Mortgage 
Banks 

408 

5,50 

20,39 

6,10 — 



III Non- 
credit 


88.556 1,02.37 238,05 44,21 2 22,72 349, S2 

. Primary Societies , Sour«.-Ke»rv6 Bank. 

The preponderance of agricultural credit 

r sTnon^; t'e* rrand charaoterkic 

“i\'iV6f‘"r::nro7krridrtief;:|^ 

;tn mcmb^rcrcasX' percen?“comparcd to the 
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previous year. It has been calculated that "assuming an 
average family comprises five members, it may be estimated 
that by the end of 1959-60 roughly 1515 lakiis or about 38 
percent of the population was served by co-operatives C(impar- 
ed to 1240 lakhs or a little more than 30 percent at the 
commencement of the year. Allowance will, howevir, have 

to be made for individuals being members of more than one 
society."®* 


The Third Five Year Plan envisages an enormous ex- 
pansion in the co-operative movement. It targets for a 
coverage of about GO percent of the agricultural population 
through the movement with a total number of societies of not 
less than 230,000 so as to serve all the villages in tlie coiinlry 
While one would hardly deny the need for spreading the 
co-operative movement further, one may wonder whetlier the 
target of a very rapid expansion may not lead to a sacrifice 
01 quality for formation of co-operatives should never bo 

pressedfurthcrorfasterthan what the people want for. after 

all, it 18 their organisation. 

11* Concluding Remarks. 

ho The development of the co-operative movement 

has been uneven in the different States. The table given below 

State «stteme variations in tlie position from State to 


State 


Percentage of 
Co-operative 
Societies 
(1958-59) 


Andhra Pradesh 7-7 
Assam 2*1 

Bihar 92 

Gujarat 39 

Jammu & 

Kashmir 0'7 

Kerala 2*1 

Madhya 

Pradesh 82 

Madras 5*3 

Maharastra 8*3 

Mysore 4*2 

Orissa 3-5 

Punjab 9*7 

Rajasthan S-q 

U.P. ^ 20-8 

West Bengal 7*0 

INDIA (100) 

lin^cluding U nion Territorins^ 


Percentage of 
Primary 
Society mem- 
bership 
(1958-5 9) 

iTs 

3*2 

3*6 

6*0 

1*2 

4*8 

4*0 

12*9 

11*3 

7*3 

40 

60 

2*4 

13*3 

7*7 

Tioo) 


Population 

(1961) 


operative Relating 


8-2 

2*7 

100 

4*7 

0-8 
3 8 

7*4 

7*7 

9*0 

5*4 

40 

4*6 

4*6 

16*9 

8*0 

to the Co- 
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It is obvious that the percentage of population covered 
by the membership of primary co-operative societies is neither 
uniform nor does it bear any appropriate relationship either 
to the number of societies or to population of the State. The 
problem of assessment is intimately concerned with finding 
out the reasons why the movement has developed more in one 
State rather than in another. The scope for and rate of deve- 
lopment of co-operatives is influenced by : 


(a) prior level of development, 

(b) non-official leadership and effort, 

(c) official imaginativeness and vision, 

(d) flexibility of rules and procedures, 

(e) nature of the economy i.e, agricultural or industrial, 

(f) level of living i.e. savings and assets available, and 

(g) land ownership patterns and the distribution of land 
holdings.* 

It is also necessary to recognise that general social and 

economic development exert an important influence on the 
co-operative sector even when not directly included in its 
purview. Thus, even on a priori reasoning one must adroit 
that pattern of land ownership, and, the natu^ and wop 
of land reforms legislation and its impact on the 
land rights would have significant influences on the co^peraUve 
movement, particularly its agricultural 

practice also it has been found that ^ the 

Ttcfhi holders and the Ryolwart tenure is conducive to tne 

must naturally affect <be rallSmnst 

area subject to “ "other where due to 

show a slower rate of P^°? , . • - which has a stable 

widespread and well-organised irr g ' j:*. activities like 

economy. Further, growth of non.red.t^^^^^^^^ 

marketing depend on the , credit activities are 

mercialization, and both ere subsistence economy, 

restricted in of uneconomic or subsis- 

tence holdings and with ^ fiy have a more limited 

tion of produce raised roust naturally 
growth of co-operatives. 

• See Vol. I, Ch. 1, para 4. 
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11‘3 In a country wliero tlic movuinunt lias always 
been sponsored by the State and is continuously looked 
after by a specialised Co-operative Department with a high 
power oSicer as Registrar, the efficacy of the depart- 
ment is in a sense the most significant factor in securing 
the development of the movement. The following comments 
from the General Review Report^^ of the Reserve Bunk’s 
Folluw-up Purvey (1956-57) are of interest ; — 

(a) In regard to State partnership in Share Capital 
“the targets fixed were not achieved”, 

(b) 'Tn regard to State partncr.ship in management, the 
stcjis taken by the Co-operation Departments were 
very inadequate”, 

(c) “As regards the co-operative development plans 

and their implementation, not always was adequate 
attention paid by the Co-operation Departments 
in selecting societies for conversion into large size 
ones or for sanctioning loans and subsidies for 
construction of godowns or for appointment of 
managerial staff”, 




(e) 


(f) 


......there was no uniform policy for selecting 

institutions at the primary level for State partner- 
sliip. For instance, some of the societies which 
were converted into or amalgamated to form large 

size societies had heavy overducs or cases of mis- 
appropriation and embezzlement were pending with 

the result that they did not have a proper start”, 
In regard to the general guidance extended by 

the Co-operation Department, it was sometimes 

inadequate . Some of the important aspects such 

as the linking of credit and marketing, demarca- 
tion ol the jurisdiction and functions of different 
types of societies, enunciation of the rights and 
duties of the State nominees, reorientation of 
oan policies of the central banks, rationalization of 

iuentW- adequate 

“Speedy action was sometimes lacking in regard to 

tH!!: and exeeutL of awirds 

nulnce of r/' overducs and in the conti- 

TcWerselv societies, both of which features 

advCTsely affected the growth of co-operative 


52. Ch. 20, See 20.8. 
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INDUSTRIAL LABOUR AND TRADE UNIONISM 


1- Nature and Characteristics of Industrial Labour. 

11 Industrial development must bring along with it 
the growth of a sector of the population that depends for its 
economic prosperity on employment in the organised industries. 
In every country of the world, growth of industries has always 
led to the growth of an “employee” class who are not directly 
interested in industrial profits but whose earnings and aggre- 
gate volume of employment* depend on the volume of indus- 
trial production, \vhich, in turn, at least in the private 
sector, is predominantly influenced by the profits of the 
entrepreneur. Of course, the link between the extent o 
industrial profits and the volume of industrial employment 
and its earnings is essentially a long period phenomenon ; but 
except where, as for instance in the public sector, volume ot 
production and employment is allowed to remain unaffected 
even when there is a decline in the profits of the undertaking, 
the fortunes of the industrial labour population must be inti- 
irately connected with the fortunes of the industry. 

12 Growth of industries in a country is usually reflect- 
ed in the rising number of factories, T'w 

approach would be to judge the trends revealed by 

of Industrial Production. The table given on 

brings out how with expanding industrial Jhe 

volume of employment in the country has also shown steady 

growth. 

It must however, be recognised that comparison of em- 
ploymenUeveirfrom year to year are difficult in India because 

of iLk of comparability in the 

ficationand also because of lack of reliability in th ® 
suDpUed. Even allowing for such limitations, one can see a 
fairly close correspondence in the growth of employmen 
grow^th of production, particularly for the private sector. 

• Soo Vol. I, Ch. I, pp. 59-61. and Cli. VI, pp. 234-36. 
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Year 


Index of Industrial 


Average daily employment 
in factories 


Production Profits Public Sector 


( 1 ) 

1952 

195(5 

1057 

1959 


( 2 ) 

l03'6 

132-0 

137*3 

151-9 


(3) 


( 4 ) 


Private 

Sector 

(fi) 


990 

1650 

151*7 

168*7 


320,254 

301,024 

428,799 

481,937 


2.241,199 

2,521,286 

2,938,328 

2,993,977 


3. 


4. 


o. 


N.U. I. Index of Industrial Production Base 1051.= 100. 

2. Index of Industrial Profits Base 1950=100. 

Figures represent Gross Profits including depreciation; for 1950. 
figures for 1958 used. 

For the concept of Index of Industrial Production soo Vol. I. 
Ch. VI, para 2-2-2. 

For details of the Index of Industrial Profits, see Vol. I, Ch.VI 
para 3-2.4. 

In accordance with tho unfortunate (statistical) tendency in 
India, the b^o for the Index of Industrial Profits has recently 
been shifted to 19o5 making subsequent figures incomparable. 

naturally lower than those of 
tno old index for years subsequent to 1955. 

1-3 Normally one would expect that for a country with 

onUnT'lf population suffering from a high pressure 

on and there would be an abundant supply of labour for 

ahm ‘“t r '■‘‘'“a'®; a certain scarcity of skilled 

labour m India and the supply of unskilled labour lias also not 

been always adequate to the demand in all areas thouch 

undoubtedly the overall supply of unskilled labour has generfl- 

-dusTrial characteristics of Indian 

suppl^ari adversely affected its 

(a) its migratory character, and 

(b) its heterogeneous composition. 

constant change in labour a labour causes a 

I«- of effieicnf; "ue to JrequeTclU^^^^ ""aggregate 

new persons not adequatel;aequainted^;i,^ 
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In recent times, however, a change has been noticeable, and, 
with the development of rapid communication the time is 
not far oflf when, as in the west, a labour force would grow 
that would live permanently in towns with perhaps an occa- 
sional visit to their villages for short holidays. The different 
areas from which the labour force is drawn again is a serious 
disadvantage that contributes to inefficiency. There is a lack 
of linguistic unity and an absence of community of interests, 
both of which create special problems in industrial areas. 
Further, the heterogeneous composition of the labour force 
makes canteen and housing facilities difficult, leads to more 
frequent absenteeism in the aggregate and, above all, creates a 
lack of cohesion amongst the workers which is neither helplul 
to tlicm.selves nor useful to the employers. 


2. Industrial Efficiency and Indian Labour- 

2 1 Efficiency of labour is an important factor both for 

industrial progress and ffr improving export potentially. 
Generally labour-costs are a substantial factor ' 

of production and unless labour is efficient, competitive 1 
of Indian industriei must be adversely affeeted in the ' « 
tional market. Even internally, high costs lead to '>'? P ‘ 

which restrict demand and react of pro- 

production. It is not denied that 

duotion is essential ; but it is equally true effigy 

labour is perhaps the primary fact.r in overall 
is, ol course, difficult to have a precise ,^^11011 of 

comparisons of physical output in relation tog . , 

time may often be misleading while ^“'“be 

output ill relation to money hat Indian 

illusory. There is a commonly Prevalent idea 

labour is ccmparatively less efficient, g ^ nil' ged 
Investigation Committee of 1946 observed 

inefficiency of the Indian werker is 1< g ^ y efficiency of 

more or less identical conditions of 'vork. the ' factory , the 

management and meclianical equipmen 

efficieW nf ‘I'n vh^^^ 

workers in inosi couniries i„dion labour’s 

factors that at present tend ““^e Cm V"" , racial or 
efficiency low, there is no ao that if 

climatic causes underlie such lack ol ‘ ^ Xiidian 

appropriate steps are token ; jiie most indus- 

labour siiould not he as efficient as labour ill the mo 

tria ly advanced countries of the «orld. 

^2 2 Broadly speaking cfficieney of labour is 

conic of four main factors, viz., 

(i) Inborn quality, 
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(ii) ll'-.ilth aiul Ntrcii^th, 

(iii) Frit 'iisity of ciTort put in, an<l 

(iv) Acquired skill. 

Of the above, the first one apparently is something which 

cannot be influenced by external factors ; but the other three 

are tlie result of a totality of environment in which the 

earnings of Iab"Ur constitute a significant factor. It is u 

truism tliat an adequate wage-level ensures a <lecent standard 

of living which in turn improves efficiency by raising health 

and strength, introducing an urge to more intensive work, 

and, facilitating acquisition of skill and obtaining of technical 

training. It has, therefore, been rightly argued that "If 

exploitation is prevented and wages are forced up to a fair 

level, the benefit to efficiency will start an upward movement. 

High earnings will lead to the greater efticieney ; 

greater efficiency will lead to the power of obtaining higher 

earnings, both because the workers’ services arc worth more 

and because, being better off, they arc in a stronger i>osition 

for bargaining ; the higher earnings so obtained will react 

again to increase efficiency ; and soon cumulatively. ’’^3 There 

is reason to believe that the factory worker in India has of 

late iiad a set back in his real earnings.* It would, therefore 

appear not unreasonable to hold that a ri.se in wages would 

liave favourable reactions on efficiency, and, that those 

reactions would be more favourable if such rises are specifical- 
ly achieved for 


(a) work people who are exceedingly poor, and in whom 
therefore, there is large scope for physical improve-' 

inent through better food, clothing and iiouse 
accommodation, 

(b) occupations where employment is fairly regular 

so that a definite standard of life can be built up 

and ' ' 


(c) periods which are fairly long and continuous so 
that there are greater chances of efficiency 
being favourably benefited appreciably =• 


It seems, therefore that if adequate steps could be 
taken to raise the real earnings of factory labour in India 
a major step would have been taken to improve the efficic^v 

tfona'Tffort " 


fi3. Pigou-Econoraics of Wolforo p. 650. 

* Vol. I, Ch. VI, para 7* 

54. Pigoa— Ibid p. 640, 
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3. Factory Legislation and Social Welfare. 


31 Next in importance to the earnings of labour, the 
working conditions in factories constitute a significant factor 
in determining the efficiency of labour. The various Factory 
Acts represent the steps taken by the Slate to improve the 
conditions under which workers carry on their work and 
ensure protection from danger by improving safety arrange- 
ments. The main purposes of these legislations have been 
to regulate and improve 

(i) sanitary conditions, adequacy of space and 
appropriate ventilation arrangements ; 

(ii) arrangements for safety and prevention of 
accidents ; 


(iii) hours of work, intervals and days ot rest ; and 

(iv) the especial conditions of employment in mines, 
plantations and railways. 


Factory legislation in India dates back to as early as 
the Factory Act of 1881 which prescribed modestly the age 
of 7 years as the minimum age of employment and prescribed 
a maximum of a 9 hour a day for labour between the ages 
of 7 and 12. Subsequent legislation has continuously 
expanded the scope of regulation until the Factory Act of 
1934 prescribed maximum hours of work for adults. The 
history of factory legislation in India has been mainly a 
history of continuous improvement and greater conformity 
to international standards, especially in the matter of pro- 
hibition of employment of child labour, engagement of 
women labour particularly in mines and other dangerous 
occupations, and, laying down maximum hours of work per 
day and per week. 

3-2 Broadly speaking, legislative measures relating to 
employment conditions in India may be classified into : 

(a) Specific legislation relating to particular industries 
like manufacturing, plantations, mines, transpor 


or shops ; and 

(b) General labour legislation dealing with such issues 

as abolition of servile labour, social welfare, social 
insurance, maternity beneBt, workmens compensa- 
tion, trade disputes etc. 

Generally, all specific legislation attempted to improve 
the health and strength of the workers by rrcventing 
unhygcnic conditions of work and by prohibiting S 
of employment as it is an acknowledged fact that y 

is adversely affected by these factors. It is a sad reflection 
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on tlio private sector tliat the I'cgc Commiltec {Vide j). 144 of 
its Report) found it necessary to assert that “In regard 
to working conditions most of the employers rarely do more 
than what they are forced to do by laws and even tliis is 
evaded in several cases." 


3‘3 Social Securily and Labour Welfare . — It has been 
universally recognised that the modern economic system 
introduces certain elements of uncertainty and various 
sources of evil against which organised provision for social 
security is essential. Such provision is consequent on the 
recognition that there do exist contingencies against which 
the individual, especiall 5 » the recipient of a small con- 
tractual income, could not be expected to cfifectively 
provide by his own ability. In some cases individuals may, 
on their own initiative, attempt to combat some of these 
evils through cooperative effort as for instance through co- 
operative health schemes or pooled sickness benefits. Generally, 
however, modern welfare states are required to promulgate 
security measures and provide for social services. Recent 
efforts in India have been directed towards provision of a 
form of partial securily through the Employees State Insu- 

ranee Act of 1948 which conferred the following essential 
benefits : 


(i) Sickness, 

(ii) Maternity, 

(iii) Disablement, 

(iv) Dependant, and 

(v) Medical. 

The scheme is based on the principle of mutual sharing 
loosely on the criterion of ability, through contributions 
Irom State funds in the form of grants and donations and 
by the employees as well as employers. The administration 
or the scheme is under an autonomous body called the 
Employees State Insurance Corporation. In the initial 
stages the operation of the scheme was confined to a few 
selected industrial centres but it has been steadily extended 
so that by the end of the Second Plan period it has been 
implemented m more than 100 centres and has brought under 

exIpM V industrial workers. The scheme is 

so^f^ J^h^ during the Third Plan period 

^ coverage of about 30 lakh workers. 
All centres havmg a concentration of five hundred or more 

would h& covered by 1966. In addition 

to '' introduced in 1952 
to ensure compulsory contribution to a provident fund 
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arrangement by both employers and workers, is to be con- 
siderably extended during the Third Plan period. Under the 
present scheme every worker who has completed one year’s con- 
tinuous service and whose basic wage does not exceed Rs. 506/- 
per month is eompulsorily incorporated in the scheme with 
a 6^ percent contribution fn m both emploj’ers and employee. 
The scheme is intended to provide a sorb of saving to be 
available on retirement either on attaining the age of 55 years 
or on account of incapacity fer work. The proposal to 
cnliance the rate of contribution from percent to per- 

cent, though accepted in principle, is being further studied 
to enable assessment of industries not capable of beariiig the 
additional burden so that if necessary, differential adjust- 
ments to the extent required may be considered. 


3-4 It is being increasingly recognised that piece- 
meal measures to combat social evils should be replaced by 
an integrated scheme of social security not only to secure 
greater efficiency and economy, but also to achieve coordi- 
nation of developmental planning with social security 
proeramme. It may be pointed out that a study group on 
Social Security had recommended “the integration ot 
existing social security schemes and the conversion ot the 
various provident fund schemes into a statutory scheme Ur 
old age, invalidity and survivorship 

This group, known commonly as the V. K. Menon &tu y 
Group, made the following important suggestions : 

(a) settingup of a central organization to administer 

^ the Employees’ State Insurance Scheme ^ 

Employees’ Provi dent Fund Scheme after 

(b) The ifSty of employers in respect of gratuities 
^ * Bhould be made stMy and the employees should 

be required to pay this as contribution towards 
a pension-cwm-gratuity scheme, and 

(c) the provident fund be converted into a statutory 
pension scheme. 

These recommendations were made Ministers’ 

were fully universally that a developmental 

planning prograroroe muB ^ 


55. Third Five Year Plan, p. 257. 
06. Chapter XV, para 26. 
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tlie (juciitioii of i»to|^i’ation, so that the 
shape as early as possible”. 


entire scheme 


takes 


4. Labour Welfare and the Third Five Year Plan- 

4-1 The policy adopted in recent times by Government 

has been directed towards a tlirccfold objective, viz. 

(i) securing minimum wages, 

(ii) improving working conditions and social security 

(iii) expanding training facilities. 

In regard to the first one, the responsibility assumed 
so far is only selective and is intended towards securing 
a ininimiirn wage for certain sections of workers, in industry 
and agriculture, who arc economically weak and stand in 
need of ])rotection.”^’ The instrument for securing this 
benefit is the Minimum Wages Act of 194K, subsequently 
amended in 1057, which provides for 

(a) fixing minimum wages in employments where 
exploitation through sweated labour may be 
prevalent, 

(b) fixing guaranteed and minimum time-rate, minimum 
piece-rate and an appropriate overtime-rate, 

(c) appointment of committees to hold enquiries and 
advise in fixing the rates of minimum wage?. 

The concept of the minimum wage-rate envisaged in 
the Act was to secure either a basic minimum rate of wage 
with a cost of living allowance or a basic rate with or 
without a cost of living allowance and the cash value of the 
concessions in respect of supplies of essential commodities 
at less than market price rates. An interesting feature of 
the Act is that it recognises the possibility of payment of 
wages ill kind, wholly or partly, and empowers the 
appropriate governments accordingly. 

4*2 It must be frankly admitted that measures for 
fixation and revision of wages have not proved very eficctive, 
mainly because of an inadequate machinery for inspection 
and enforcement. However, even with limited enforcement 
it is likely that such an enactment must over time prevent 
the exploitation of labour by strengthening the hands of 
employers willing and able to pay for workpeople’s services 
as against the unfair competition of employers working with 
sweated labour. It is, of course, difficult to conceive of 
jM^tional minimum wage for a country like India where 


67. Third Five Year Plan p, 256. 
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not only is there wide diversity as between industry and 
industry but there also exists wide divergence of productive 
conditions even in the same industry located in different 
areas. Some idea of this diversity can be got by comparing 
the average per capita annual earnings of factory workers 
in the different states given below 

(In Es.) 


States 

1956 

1957 

1958 

Andlira Pradesh 

596 

1031 

709 

Assam 

1526 

1833 

1223 

Bihar 

1236 

1299 

1283 

Bombay 

1415 

1453 

1459 

Kerala 

736 

805 

• • • 

Madhya Pradesh 

982 

1139 

1217 

Madras 

950 

979 

• • • 

Mysore 

853 

968 

• • • 

Orissa 

949 

957 

981 

Punjab 

991 

955 

1217 

Rajasthan 

770 

907 

942 

Uttar Pradesh 

1014 

1078 

1099 

West Bengal 

1142 

1174 

1179 

All India 

1187 

1234 

1282 


N.B. Figure rounded for oonvoaience 
Source : Labour Bureau 


The divergence of per worker earnings (annual averages) 
of factory labour from industry to industry is illustrated 
below with reference to certain selected industries. 


Annual Averages of Per Worker Earnings 

(Rs. per worker) 


Year Textiles Paper and Basic metal Miscella- 

paper industries neous 
products Indus tries 


All 

Industries 


1951 

1965 

1958 

1959 


1,044-0 

1,191-3 

1,305-5 

1.358-7 


957-9 
1062-6 
1226-4 
1313-9 


1368-2 

1673-4 

1657-3 

1631-8 


1067-3 
1209-8 
] 220-0 
1258-9 


1035-6 

1173-6 

1295-2 

1333-3 


N.B : FordetaUflseeC.S.O.— Annual Abstract of Statistics. 

From the above it is obvious that any search for an 
uniform national minimum wages is a search for a ' 

tent illusion, and, practically speaking the solution 

would be the setting up of Wage Boards, preferably 
permanent nature, to deal with wage disputes in each 
industry in each State, 
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4'3 Fair Wages and Projil-Shaiing. lender coinlitiniis <>( 
competition, the piny of economic forces tends to seeiire oyer 
time more or less stable conditions under which in industries 
in pcnoral there is a rough correspondence between the value 
of the marginal net product of labour and wages. Broadly 
speaking such correspondence between the two depicts 
that wages are “fair", and, it could be reasonably' argued 
that if workers were to receive less, there would be a lack of 
inducement which would adversely affect industrial ctliciency. 
In a progressive economy conditions are continuously 
changing that tend to bring about a rise in the money value 
of the marginal net product of labour and making old fair 
rates of wages low. A study of the productivity of labour, 
therefore, is an important question, for without such a 
study no proper assessment of the concept of fair wages 
would be possible, especially when inflationary trends, 
advances in techniques and use of modernised equipment, 
and, planned development of new industries arc all tending 
to increase the money-value of labour-productivity. In a 
money-economy all productive effort must, in the ultimate 
analysis, be measured in terms of value. It has been 
estimated®® that 

(a) “the value added per worker as well as per person 
has been showing a perceptible rising trend", and 

(b) “the value added as percentage of wages of workers 
has been relatively more stable.’, 

A table constructed on the basis of C.M.I data gives the 
lollowing results : 


(Biennial averages in Rs.) 


1950-51 


1954-55 


1956-57 


2.142 


217-7 


2,542 

229*2 


2,792 
230 0 


Value added per 
worker 

Value added as 
percentage of 
wages of workers 

XV^* of Statistics. 

A comparison of the rate of growth of the two would 
bring out that perhaps the workers have not received an 

fn Pfoportionato to the increase 

P®' However, the broad princi- 

ples of wage determination have been laid down in tlio 

Aspect in C.S.O. Monthly 
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Kenortof tlie Fair Wages Committee wliich attempted to 
indicate tlie content of the needbased minimum wage that 
would also provide for the acquisition and development of 
skills and for improvements in output and quality. To quote 
the words of the committee : 


“We consider that a minimum wage must provide 
not merely a bare sustenance of life but for the 
preservation of the efficiency of the worker. 
should be a provision for fair wage which should be 
fixed somewhere between minimum wage and living 

wage.** 

In short, the underlying idea of a fair r^ge is an 
approach to a sort of living wage providing for a lug 
level of living than a minimum wage could P™''*''®' ’ 

according to the committee’s concept 

should be made not only for the m nimum ^ 

but also for education, protection n X tunato 

requirements of essential social needs ^ j Unsg and no 

thit the Fair Wages Bill of 1950 was allowed lapso and “o 

efforts have been made to revive it. is 

tionofthe principle of a worker s rtffW to a lair wag 
logically implicit in any welfare policy which aims at ach 

ing rising real wages as the basU for is 

living. Intimately connected with together 

the concept of profit shanng for national dlvi- 

constitiites the worker s direct s are recognised 

dend. In fact, the Industries Conferen^ 

"'“',1; A M, ”"i. -“js 

industnal production , 0 , o irrespec- 

is engaged, rt must b® paid a Uvmg 

live of whether profit . . £ fundamental 

proposition is only a recog en ^ as an agent 

peculiarity that of the consuming 

m aI". w, ..g. i. pf ™ "5S 


• See Vol. I, Ch. Ill pages 113*115. 
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after allowing for depreciation, expansion ainl a 
fair return on capital employed shouhl be uvaiiuble 
for sharing with labour as additional remuneration, 
Tliis additional share, according to the committee, 
sliould bear a definite relation to production. 

It is obvious that the first proposition is unexcciition- 
able, especially in a country where the socialistic pattern of 
socict^■ lias been adopted as the basic ideal of planning.* 
The second proposition, however, is likely to be a source of 
controversy for no objective and undisputed norm for 
assessing the allowance to bo made for this is readily avail- 
able. The api>ointment in 1960 of a Commission to go into 
the question of bonus and to evolve norms for its payment 
is an indication that this might lead to the evolving of a 
satisfactory solution to the controversial question of profit- 
sharing since any proper scheme of bonus payment must 
necessarily be linked to profits and be a part of a wider 
scheme of profit-sharing. 

4 4 The average annual earnings of factory eniplo;^ces 
during the last decade has shown substantial increases, f 
This would be evident from the table given below : 


Index of Gross 


Average 


Industrial 


annual 


Profit 


earnings 

Index 

Ba.se 1950 = 100 

Year 

(Rs.) 

Base 1950= 100 

(1) 

(2) 

(3) 

(4) 

100 

1950 

966*8 

100*0 

09-0 

1952 

11122 

115*0 

12.rl 

1054 

1111 3 

114-9 

1650 

1956 

1208T 

125*0 

151*7 

1957 

1233*9 

127*0 

108*7 

1958 

1282*4 

134*0 


Dur’iig the same period, the Index of Gross In<lustrial 
Profits {including depreciation) rose from 100 in 1050 to 1G8 7 
in lOoS, so that in a sense the earnings of labour did not 
risc;ja/j passti with the rise of industrial profits.** It is 
however, possible that partly at least the rise in profits 
rei)rcsented the conjunctural effects of inflationary trends and 
should m,t, therefore, be logically a proper basis of profit- 

sharing for labour. As the Third Five Year Plan^^ richtlv 
emphasises : ® ^ 


• Seo Vol. I, pp. 4-0, 445-447. 

t Soe Vol. I, pp. 245-246. •• 
oB. Ch. \V, para 37. 


Tho now Index with il 955 
naturally shows lower rise. 


base 
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“Industry is being called upon to meet, as rapidly 
as possible, the claims on behalf of the workers for 
a living wage, better living and working conditions, 
the needed volume of employment opportunities 
and a fuller measure of social security. It must 
yield a reasonable return on capital and provide 
for capital formation on an adequate scale. Neither 
the exercise of their organised strength in industrial 
conflicts, nor laws and the intervention of the State 
can help the workers much in realising their aspira- 
tions. Their gains can arise only out of the stren^h 
and dynamism of the economy, the only enduring 
basis of which is a rising level of productivity. No 
increase in profits which does not come out of 
improvements in productivity but has its origin in 
current scarcity and the stresses of development 
can be regarded as a sign of prosperity.” 


5. Trade Unionism and Industrial Relations. 

5 1 A significant feature of industrial development is 
the growth of organised labour and collective bargaining, 
which in its turn leads to trade disputes and violations oj 
industrial peace. While the loss to the economy and national 
income frL such industrial disputes may sometimes be 
considerable, such loss, by itself, cannot be an argument to^r 
^urtanirg the rights of labour to organised action m self- 
interest especially if there are reasons to believe that labour 

bfls notVeceived its due share of increased economic prospen- 
ty broughrabout through national planning.- A modern 
eLnomfc system is a highly inte^ated o^gamsation 

directly all indirectly to the aggregate national dividend in 

the following ways : . 

(i) it reduces aggregate consumer ^ 

' ' hence curtails the demand for the goods of other 
industries by reducing the earnings of the people 
actually involved in t)hc dispute, and 
i\\\ it adversely affects production in related industries 
llTre either use?s of the products of the indus- 

try subject to the stoppage or suppliers to 
industry. 

Thus any industrial dispute must 

irect as well as indirect, on the national dividend, thoug 
as Pigou has pointed out that 

(j‘(PFo7^a policy .statement on Diaparilies of Income, See Third 

Five Year Plan Ch. I, paras 50-54. 
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“ the net contraction of output consequent 

upon industrial disputes is generally smaller tliaii 
the immediate contraction ; for a stopjiage of 
work at one place may lead both to more work at 
tlie same time in rival establishments and to more 
work at a later time (in fulfilling delayed orders) 
in the establishments where the stoppage lias 
occurred.” 

This, however, only eraphas’ses that the economic system 
struggles to reduce the evils of industrial disputes, 
though they remain evils and are sources of economic loss to 
the community. 


5*2 Some idea of the economic loss following from 
industrial disputes can be got from the table given below : 
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the system * 

*' has helped to check the ji^rowth of industrial 

unrest ’and has brought for the working class a 
measure of advance and a sense of security which 
could not otherwise have been achieved. At the 
same time, the spirit of litigation grew and delays 
attendant on legal processes gave rise to wide- 
spread dissatisfaction/'®^ 

G-4- 1 Trade unionism in India has been 
of recent origin as it was only with the passing of the Irade 

Unions Act of 1926 that legalised development of the 

possible. Upto 1947, Trade Unions were more 

like 'strike committees’ with an isolated existen 
industrial unit and there I'ttle of what may b 

Trade Unton'sm in the wider sense of an Tj^de 

ers for iwomoting common >»t«ur interest. I ^ 

Un on Amendment Act, 194/, nowc^e^, ga c . ‘ 

Lvement by providing for ^o^PtuL'^Artlrth 

iHnlrmlSteoVffi ThI Bm hadmanT^redorm- 

ing features and provided for 

(i) compulsory registration, , 

(ii) compulsory recognition by emp y . j,j.„anization 

(iii) admission of outsiders for making the or^an.^ 

„„ Xt ro, •!» »■ 

management relations. 

Enactment of the :/ Parliament and subsequ- 

poned due to severe opposition j Belations Bill of 

Ltly neither this Bill nor the due to 

1950 has been revived. Thi^s i P controversial 

reluctance on the part of Govern Second 

legislation but mainly . introduced to counteract 

Five Year Plan a new approach orientation to 

S;;S'' rarbl^ "»■' 

.o-i. I. a. St 

61. Third Five Year Plan, p. 260. 

02. Thlid Five Year Plao, p. 2y0. 
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significance of the movement. Unfortunately, it is cliCGcult 
to assess the growth in membership as many Unions do not 
furnish information in time. However, some idea of the 
growing importance of Trade Unionism in India can be got 
from the table given below : 


No, of No. of Percentage Membership Average 
Year/ registered Unions of response of Unions Member- 
State Trade furnish- furnishing ship 

Unions ing infor- information 

mation 


(1) (2) (3) (4) (5) C6) 


1951-52 

4623 

2556 

1950-57 

8554 

4399 

1957-58 

1957-88 

Andhra 

10,045 

5520 

Pradesh 

608 

199 

Assam 

136 

50 

Bihar 

544 

407 

Bombay 

1685 

1030 

Kerala 

Madhya 

1216 

826 

Pradesh 

283 

92 

Madras 

814 

662 

Mysore 

408 

' 201 

Orissa 

119 

75 

Punjab 

406 

217 

Rajasthan 

Uttar 

212 

112 

Pradesh 

West 

971 

615 

Bengal 

2324 

785 


55-3 

1,996.311 

781 

51-4 

2,376.762 

641 

650 

3,015,052 

646 

32*7 

1,06,733 

536 

36-8 

73.072 

146 

74'8 

318,139 

782 

6M 

601,964 

684 

67*9 

356,786 

432 

32-5 

45,441 

494 

81*3 

315,900 

477 

49*3 

107,548 

535 

63*0 

71,442 

952 

63*4 

60,995 

281 

52-8 

24,281 

217 

63*3 

260,706 

424 


33-8 


472,755 


602 


Source : Labour Bureau. 


In terms of absolute numbers, there has undoubtedly 
been fairly rapid progress; but relative to the total employ- 
ment* m the Industrial Sector, it is doubtful whether the 

toTe'worfers eoyerage 


ifnnf depends as much 

f not more, on the nature of the working population as on 

the growth of organised industries. The very nature of our 

J^ourfo^r oYides a reta rd influence and is responsible 

• Seo Vol, I, p. 60, 100*107. 
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for many of the defects and weaknesses of our trade unions. 
The chief factors that i)revent the growth of healthy trade 
unionism in India may be summed up as follows: — 


(i) lack of a stable working population due to the 
migratory character of Indian labour, 

(ii) lack of a surplus earning power over the minimum 
subsistence level that makes for paucity of funds 
for the unions, 

(iii) the heterogeneous nature of the labour force, with 
its differences of languages, religion and culture 
make a united voice difficult, if not impossible, 

(iv) uneducated and ill-educated labour that is unable 
to throw up real leaders from amongst themselves 
and this enables unscrupulous outsiders to often 
mislead the ignorant labourers, and 

(v) inability of the unions to engage techni^lly 
qualified and properly paid advisers and stait to 
continuously study the interests of labour and 
“brief’* the managing committees properly. 


5-5 An interesting question to consider is 

the envisaged socialistic pattern of ^V^dfuffirns 

desirable scope for collective bargaining by trade union 
for raising wages in particular industries. It would appear 
[atheTanamoTous to have strikes and lockouts for ra.s.ng 
wages of particular groups of workers in a ^oherae of planning 
envisaged for achieving 'Social Justice . 
introduced during the Second Five Year ^1“'’ “PP . 
fore, more in harmony with the present ^ ^ „,ore 

economy in India. The new approach Pro3,'^o® * 

positive orientation to industrial relations and ® P j 
Cre the moral sanctions via « via legal sanctions. It _^str.vcs 

rnd“& 

rr f 

intended to promote agreed efforts of 

botrilie management and the workers for 

and long drawn-out legal remedies “‘“J 8 ‘ diction 

disputes and grievances by mutual growth of 

and voluntary „f eoordon and 

trade unions and clinunaling a results the now 

violence in industrial relations. Judged by . 
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approach has apparently led to good results. To quote from 
the Third Five Year Plan®*;- 

‘*It is obvious that a new concept with such 
far-reaching aims, in a difficult field, requires a 
considerable period of earnest en<leavour before it 
gets firmly established in practice. The results so 
far achieved are, however, encouraging both in 
terms of the reduction of man-days lost owing 
to stoppages and in bringing about a general 
improvement in the climate of industrial relations. 
The number of man-days lost declined steadily 
and significantly from 47 lakhs during January* 
June 1958, the six months prior to the introduc- 
tion of the code, to 19 lakhs during July-Deccmber, 
19C0. The code has also been successful in 
creating an awareness amongst the employers and 
workers of their obligations towards each other ; 
the desire to settle disputes mutually without 
recourse to the wasteful methods of trial of strength 
and litigation is steadily growing." 

6. Recent Trends in Labour Policy 

6T Joini Management Councils. It has been generally 
felt that in a socialistic pattern of society, the workers must 
uioreasingly have a sense of ‘belonging’ and be progressively 
associated with management. It is fully recognised that 
a vast net-work of planned effort could hardly bo expected 

unless all concerned in the productive 

effort were associated with it and had a feeling that they 
uere helping to build a progressive State. Towards this end 

Joint Management Councils have been set up providing for 
participation in management. The main function 
of these councils is to secure mutual consultation between 
workers and emploj^ers so as to assist in achieving indus- 
trial peace and further the objective of better industrial 

relations. Through such councils, the advantages likely to 
accrue are ; t, j 

(i) increased productivity, 

(ii) better working and living conditions, 

(iii) greater awareness in the industry of its social 
obligations in a planned economy’, and, 

(iv) provision of a responsible channel of communica- 
tion between labour and management which would 

remove the present unfortunate feeling that 

02 p 251 ^ 
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their interests must, in all issues, be divergent 
and contradictory. 

Even though the experience of these Joint Management 
Councils have been so far extremely limited, there are 
encouraging indications that the results have been found 
to be satisfactory and heartening. The scope of the func- 
tions of these councils has been rather vaguely defined, so 
that variations from place to place and industry to industry 
are noticeable. This lack of definiteness also leads to conflict- 
ing attitudes about the matters on which Joint-councils will 
have the right to be consulted and information provided 
hampering their effective functioning. It is, however, 
clear that with greater experience, and with gradual removal 
of mutual suspicion, these councils would be playing an 
increasingly important role in the improvement of industrial 
relations. 

6 2 Workers' Education. A scheme has been evolved 
providing for the training of teacher-administrators and 
worker-teachers. It is envisaged that the latter, on the 
completion of their training, will start unit-level classes in their 
establishments for the rank and file of the workers. The 
purpose of such education is to raise the self-confidence ol 
the w'orkers and reduce their dependence upon outside 
leaders. The presence of such trained and educated workers 
on the Joint Councils should lead to an improvement in the 
tone of management and ensure the fullest utilisation o 
protective labour laws passed by the State. 

6'3 The Future. It is necessary to inculcate amongst 
workers an urge for material and economic welfare. Planne 
development involves alround sacrifice and it is necessary 
that the fruits of progress should be shared in an 
equitable manner.* The very concept of a socia is 
society envisages that the economic and social org^s 
tion which is being created must assure that individuals 

and groups are moved more by a desire to 
the social net product than strive to make 
gains at the expense of the general well-being. It nas 
recognised*^ that: 

“The surpluses that are generated are a 
product, to which neither the employer nor tne 
working class can lay an exclusive claim, 
distribution has to I e according to the 
of the contribution of each, subject to 
requirements of further development an< 


*Sde Vol I Ch. Ill paro 1. 

63 Third five year Plan p. 253 
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interests of all tlie sections of society, in particu- 
lar, the satisfaction of the basic needs of all its 
members." 

Labour must increasingly recognise that neither the 
p ilicy of its own unions nor that of the Gevernment can be, or 
should be, directed to providing increasing benefits only lio 
the working class. It is necessary to emphasise that all 
individuals and groups have a common responsibility and 
must be moved by ‘a sense of mutual obligations than the 
spirit of acquisitiveness.' 
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1. Need and Nature of Industrial Finance 

11 A decade of planning has led to fairly rapid 

of industries and the Third Five Year Plan envisages that 
the essential foundations for self-sustaining growth would be 

laid with the completion of the industrial programmes drawn 

up for the Third Plan. It is estimated that m 1965-66, the 

general index of industrial production* 

level of 329 as against the base of 100 m 1950-51. 

clear that such an enormous expansion of ® 

ment must require an adequate supply of finan J , 1 ; 

the requirements of funds for 

sector are concerned, these will obviously be found Uy 
Government, though the Third Five Year Plan envisages that 
Rs 900 Crores will be available from the internal 
e^ourSs of pubhe undertakings. It is generally »gvee^hat 
nubiirenterprises should contribute to the plan teaonv“e f 

the country through its “^"^eS m the ability 

-p- “ “• 

estimated extentf. 

1-2 The financing of the private sector programmes 

during the third plan period rais^^gw^^^ 

requirements of finance undoubtedly been some 

capital and m the forward. In 

difficulties in the required . expenditure on new 

the First Five Year Plan an Wegnte^;4P;i!„„ Re. 463 

of Vol. I provides the background 

material. 

t vid© Vol. I pp- 30*40 
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„„.U-r tU. el,.ir.D;n.ship <.f Mr A. 1) Shn.iV. who 
tint tills was mainly due to the relative dccdinc in prusitcnty 
of the classes who were the normal supporters of tnc capital 
market. It has .sometimes been argued that there arc certain 
factors which adversely affect the willingness to invest in the 

private sector, I’tz., 

(i) threat of nationalisation, 

(ii) unsatisfactory regulation and economic controls, 

(iii) excessive burden of direct taxation on particular 
industries. 


(iv) declining probts due to rising labour costs, 

(v) procedural uncertainties regarding capital issues, 
and. 

(vi) a preference for debentures and fixed-intc-rest 
bearing investments following speculative fluctua- 
tions in prices of industrial shares. 

It is necessary to recognise that a reluctance to i nvest 
in equity capital for risky ventures is not, by itself, a proot ot 
an inherent lack of investible funds for expanding private 
industries. The real difficulty seems to be not so much a lack 
of capital as its shyness due to the internal weaknesses of the 
private sector, malpractices and misuses of funds made 
available through public subscriptions to capital issues and 
the unsettling effects of violent fluctuations in prices on the 
stock exchange, some of which at least were manouvered. 

1-3 The Third Five Year Plan estimates the sources of 
supply of funds for industrial and mineral programmes of the 
private sector as follows : 



Source 

Amount (Rs. crores) 

1. 

Institutional Agencies 

130 

2. 

Direct loans from Government funds 

20 

3. 

New issues 

200 

4. 

Internal resources (net of repayment 



liabilities) 

600 

6 . 

Direct foreign credit participation 

300 


Total 

1250 


The total requirements during the period 1961-66 have 
been estimated to be about Rs. 1350 crores, so that a short- 
fall of about Rs. 100 Crores is likely®*. A further difficulty 
would be the finding of foreign exchange required for achiev- 
ing the targets of industrial production. The shortage of 


C'A, Tliird Five Year Plan, p. 404, 
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foreign exchange is estimated "to amount to not less than 
Rs. 530 crores'’®5 strangely however the Third Five Year Plan 
makes no specific provision for meeting these shortages, even 
though it recognises frankly that "Foreign aid or credit to 
meet these requirements in full is not at present in sight." 
Thus, instead of a planned measure to deal with an impending 
shortage of resources, we have only the following vague 

statement 

"It cannot be said at this stage in which specific 
industries the actual performance will fall short of 
the targets. Much will depend on the success 
attained in securing foreign collaboration and invest- 
. ment in industries where these are felt to be 
desirable. An endeavour will, however, be made to 
ensure the full achievement of targets in the case of 
industries of high priority." 

One can only hope that the optimism underlying the 
above view would be justified and the country would not have 
to suffer from an unbalanced plan of investment needs and 
availability of investment capital. The role of the specialised 
financial institutions like Industrial Finance Corporations, the 
National Development Corporation, the Industrial Credit and 
Investment Corporation and the National Small Industries 
Corporation vnU be watched with interest in the context of 
the admitted shortage of resources for the private sector. 



Financial Requirements of Industries. 

2*1 Industries require capital for two purposes : 

(a) Block capital to finance fixed assets. This is 
required by newly started industries for fixed assets 

viz., 

(i) land 

(ii) buildings 

(iii) machinery 

(iv) appliances of a durable and semi-pcrmancnt 
character. 


Established Industries also require capital for 
block for purposes of extension and replacements. 


b) Working capital to facilitate the running of the 
business and enabling the conversion of inputs 
to the outputs. This is required for : 


(i) purchase and working up of raw materials, 


65. Ibid Chapter XXVr, para 35. 

66. Ibid p. 465. 
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(ii) MocKs and stores, 

(iii) marketing of products, 

(iv) financing outstandings for goods supplied, 

(v) day to day expenses of running the factory, 

It is necessary to bear in mind that though both bloeU 
canitat and working capital arc equally important n the 
production process, tlmre is an 'important economic dislmc- 

tion between the two viz., that tlie former ,s ^ 'f 

assets and is held in the nature of more or less pi i manent 

investment, while the latter is partly of the 
nont or longterm capital and partly of short term 
The distinction, however, is rather artificial for h'm 

stock of raw materials and manufactured or semi-maniilactur- 
ed goods for a well-established running business can never 
fall below a certain minimum so that some capital must be 
permanently required for such purposes and is of the nature 
of a permanent capital. Strictly speaking, therefore, only 
that portion of the working capital which is m excess ot tins 
minimum is of the nature of true short-term finance. 


2'2 It is often held that block capital should generally 
be supplied by the public and should be obtained through 
subscriptions by floating in the open market shares or 
debentures of the industry. In other words, the function of 
the banking system should be merely to make available funds 
for floating assets on the basis of the security of stocks and 
otlicr transferable liquid assets. Theoretically such a 
distinction would be legitimate only if credit supply by cony 
mercial banks only were under consideration, for there is 
no reason why specialised institutions set up specifically to 
deal with the supply of industrial finance should not supply 
both block capital and working capital. Further, such a 
distinction for demarcating sources of supply of capital would 
be highly discriminatory for the relative projiortions bet- 
ween block and working capital required in an industry 
varies with the nature of the industry, and the former is 
apt to bear a larger proportion of the total requirement the 
more "roundabout^’ t.e. capital-intensive the process. It is 
a mistaken conservative view to hold that initial block capital 
for industrial enterprises should be put up by private or 
public subscription. It is certainly desirable that industrial 
enterprises should maintain a safe and proper relation bet- 
ween owned capital and borrowed capital, but to envisage 
that all block capital and oven the minimum permanent 
working capital should be provided by each industrial enter- 
prise out of its own initial capital is to cripple from the start 
the pro.spects of industrialization in the countrj". 
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3- SbortcomiDgs of Finance for Industries. 

31 Supply of finance for industries in India has never 
been properly satisfactory because of the proverbial shyness 
of Indian capital. The individual investor in India, perhaps 
because of the per capita low rate* of savings, is generally 
unwilling to take risks by subscribing to issues of industrial 
share capital nor is direct buying of debentures through the 
stock exchange particularly popular. In recent times some 
improvement has been noticeable, though even now the 
extent of direct subscription to capital issues of industrial 
enterprises is far from satisfactory. There are reasons to 
believe that the so called “over-subscriptions” of capital- 
issues is often illusory and is the result of book transfers 
through conversion of one form of investment by another so 
that very little of new net capital formation has been taking 
place in the form of a larger proportion of the national in- 
come coming to be saved and invested. This is, of course, 
not surprising in view of rise of cost of living often outstrip- 
ping growth of individual earnings thereby reducing ability 
to save, while willingness to save must necessarily be low in 
a period of rising prices (which reduces over time real value 
of money savings) and an increasing demand for a higher 
standard of living. 

3’2 The main financial handicaps of Indian industries 
may be summarised as follows : — 

(i) Banks in India are reluctant to provide finance for 
block capital for industries, 

(ii) there is little underwriting of industrial ^pital or 
even lending money on the security of industrial 
shares, 

(iii) insistence generally on a full backing ef tangible and 

easily realisable security for loans granted, 

(iv) a large margin in regard to advances against stocks, 

with an even larger margin in regard to stocks in 
process of manufacture, 

(v) non-acceptance of block capital as general security 

for loans, 

(vi) burdensome rates of interest and insufficient length 

of time for the loans. 

3 3 Prior to the inauguration of the era of planning, 
it might have been possible for the government to adopt a 
laissez-faire attitude towards industrial finance, though even 

in England, the home of the doctrine of economic neutrality, 


• Spo Vol, If p. 489-90f 



155 

tndfstrial ttnance 

,1,0 .,CP.1 f.n- notive ,»rticiimtio„ by the G..vemme..t jn U>'- 
promotion of iinlustriiil interests luis been ^tj-aY' ^ tiie 

even without any overall planning as m India 't'\ Ya 

emergence of a panned economy aiming at rapid mdustri. ^^ 

lisation, the old attitude of leaving Uie »“Pl’'y ‘’^..lien pla'nn- 
the market could hardly be continued especially PYhcr 

e<l development required control over Capital ,Yc 

a national government in charge of the ''“Yt'Y.rdlv continue 

prosperity of an independent country could hardly 
theiL.1947 policy which bred an 
foreign capital and foreign manufacturcH. It "as 
to establish specialised institutions- often ^tatc-sponso 
and aided by the Government— to deal with the needs ot tj 
large volume of industrial finance required for planned inau - 
trialization of the country. The setting up of special insti- 
tutions specifically intended to assist and finance the private 
sector has undoubtedly helped to extend the capital 
in India, and, to-day, at least adequacy of industna,! finance 
for private enterprise in India has been provided for, even 
though the nature of the finance made available may be open 
to criticism from various points of view. However, some 
idea of the extent of finance required may begot from the 
consents granted for issues of capital indicated below : 

”Ycar No. of A mount consented to (Rs Crores) 

Oy-kr\o/»T\ +0 A rrrir*nlf.iirP Industrial Noll- Total 


( 1 ) 


1951 

1955 

1956 

1957 

1958 

1959 

1960 


Consen ts 
granted 

Agriculture 
and allied 
activities 

Industrial 

Non- 

Indus- 

trial 

(2) 

(3) 

(4) 

(b) 

343 


44-0 

15-6 

289 

3-2 

97-5 

24-7 

297 

1-8 

192-6 

35-8 

345 

2-4 

113-4 

37-5 

282 

2-8 

401-0 

19-2 

264 

1-3 

174-3 

27-9 

314 

09 

263-1 

25-6 


(G) 


59’ 6 
125-4 
230-2 
153-3 
423-0 
203-5 
289-6 


Source : Controller of Capital Issues. 

The trends revealed by the above table arc interesting. 
It appears that non-industrial issues have remained fairly 
constant during the Second Plan period, but industrial issues 
have risen steadily, though the peak reached in 1958 has not 
been subsequently repeated. 

4. Some Specialised Agencies £or Industrial Finance and 
Industrial Development. 

a 

4. 1 The Industrial Finance Corporation of India, This 
was set up by an Act of Parliament and was established on 
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■Tuly 1. 1948. It is a shareholders corporation with an autho- 
rised capital of Rs. 10 Crorcs, and has at present an issued 
and paid up capital of Rs. 5 Croi«es. The capital has been 
subscribed by the Central Government, the Reserve Bank 
ot Jndia and institutional investors like the scheduled banks, 
insurance companies, the Life Insurance Corporation of 
india, cooperative banks and investment trusts. The Central 
government has guaranteed the repayment of capital and 
also a minimum dividend of 2J percent on the investment. 


41*1 Resources. The Corporation can augment these 
by the issue of bond and debentures which are guaranteed 
by the Central Government both in respect of payment of 
interest and repayment of the principal. It can accept 
deposits from the public but only for a minimum period of 
five years so that it does not get restricted in its operation 
by having to use short-term funds for long-term investments. 
It can also, under the 1953 amendment, take loans from out- 
side agencies under government guarantee. 


41 '2 Functions. The I. F. C. is a very specialised 
institution intended to promote and assist industrial develop- 
ment in the country. Its role should be that of making 
possible the establishment and expansion of enterprises that 
will be of benefit to the public, and to the productive power of 
the country and provide employment for its people. In 
short, public advantage rather than profitability to the 
promoters should be the guiding consideration. The follow- 
ing functions have been entrusted to the corporation : 

(a) granting of loans and advances to industrial 
concerns, 

(b) guaranteeing loans raised by industrial concerns, 

(c) underwriting the issue of stocks, shares, bonds 
or debentures by industrial concerns, and, 

(d) subscribe directly to the stock or shares of indust- 
rial concerns. 

The functions under (a) and (b) are restricted, i.e., the 
former must be repayable within 25 years while the latter 
can be extended only to those repayable within a period of 
25 years and which have been floated in the open market. 
As regards (c) the provision is that such stocks and shares 
etc. must be disposed of by the corporation, unless special 
permission of Government is obtained, within a period of 
7 years from acquisition; but, with the authorisation o 
(d) through the Industrial Finance Ckirporation (Amendment) 
Act of 1960, the significance of underwriting and its limita- 
tion has ceased to be of importance. It is doubtful whether 
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the extension of tlic function under (< 1 ) luis been eitlior 
logical or economically desirable. It seems j)ara<)oxietil to 
permit a financing agency to provide “equity capital, for 
the purpose could be served equally well by umlerwriting 
under (c) or by purchasing such stocks and shares as 
investment directly from the open market. It is b It tliat 
direct subscription may take the place of loans, and, thcie 
would be little protection against bolstering up an issue 
which would have found no response from tlio public. In 
fact, there is no reason why with the underwriting clause 
alone enough public confidence cannot be bronglit about 
so as to eliminate the need altogether for direct subscription. 
It might indeed be argued that if an enterprise docs really 
need direct subscription to its share capital because it cannot 
float them in the open market even with underwriting by 
the corporation, there is something fundamentally wrong 
with it and the I. F. C. would be well advised to stay u\suy 
from it. 


41'3 Scopa.. The I. F. C. can grant loans only to 
Public Limited Companies and is debarred from assisting 
Private Limited Companies, Partnerships an<l indu.strial 
concerns owned by the state. This is a wise limitation for 
an organisation aided and sponsored by the gov'ernment 
sliou Id be available only for public benefit and not be used 
for assistance to sectional interests. The exclusion of state- 
owned enterprises from the scope of the activities of the 
I. F. C. is only realistic for such enterprises, with the 
resources of the state itself at its disposal, would hardly 
require assistance from the I. F. C. It has also been 
provided that the corporation can grant loans only for 
long ]>crlo<ls ; however, since earlier repayment is not 
debaricf], the period of the loan, in effect, lia.s 011 I 3 ' a 
maximum duration and not a minimum duration. As a 
matter of policy, the corporation attaches special import- 
ance to the financial needs of large scale industries wliich 
are of strategic and national importance. The original Act 
limited the maximum advance to any individual borrower to 
Ks. 5U Lakhs, but this was raised in 1953 to Rs. 1 crore, and, 
by the same amendment shipping companies were included 

m the definition of industrial concerns eligible for assistance 

from the corporation. An important feature of the I F C 
IS that It IS empowered to make loans either in Indian 
currency or in any appropriate foreign currency. Such a 
provision was obviously necessary because much of the 
industrial development in an under-developed economy 

wT.r' f and equipment from abroa.i for 

which provision of loans and assistance with foreign ex change 

facilities may he .very necessary. Further, the I. P e!fs 
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obviously in a btUerposition to raise loans abroad and logically, 
therefore, it is in a better position to grant advances in terms 
of foreign currency in appropriate cases. 

4*1-4 Working. Initially the corporation had a non- 
official industrialist as part-time chairman who was 
obviously unable to devote as much attention to the work of 
the corporation as was necessary or desirable. Further, it 
was wrong in principle to entrust the chairmanship to 
anybody connected with industry itself for the industrial 
enterprises constituted the chief beneficiaries from the 
I, F. C. It is unfortunate that within a short-period of four 
years, Government were compelled to appoint, as a result 
of considerable public criticism, an Enquiry Committee to 
examine charges of favouritism and partiality. The Committee, 
which was under the chairmanship of Mrs. Sucheta Kripalaiii, 
submitted its report in May 1953 recommending the appoint- 
ment of a paid full time chairman. The Enquiry Committee 
exonerated the management of the Corporation from charges 
of favouritism but at the same time came to the conclusion 
that in some cases the advances were unhappy and could 
have been easily avoided. The main recorameudatious of 
of the Committee were : 


(i) broad-basing the Board by including a larger 
variety of experience, 

(ii) setting up of regional panel of advisers in every 
branch office, 

(iii) more stringent scrutiny in the case of loans to 
concerns in which members of the Board were 
interested, 

(iv) reference to Central Government for sanction of 
all loans in excess of Rs. 50 Lakhs, 

(v) maintenance of a minimum margin of 50 percent 
for all loans with proper assessment of earning 
capacity of the borrowing concern, and 

(vi) publication of detailed information and annual 
reports. 


On the basis of these recommendations, government 
issued necessary instructions making it obligatory for the 
Directors to disclose whatever interest they may have in any 
loan anplication. The government further mstrueted the 
Corporation to keep a minimum margin of 50 f 
sanetioning loans and to obtain 

nient whenever a loan meant for an individual firm exceeciea 
Rs, 50 Lakhs. 
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The I.F.C. has undoubtedly grown in strength with tho 
passage of’ years and has extended its activities hotli 
quantitatively and over a wider field. The tabic given 
below illustrates tbc development of the Corporation : 


(In R.s. Lakhs) 


Year 

Liabilities (A) 


H 

Assets (B) 


Reserves Bonds 

and 

Deben- 

tures 

Borrow- 

ings 

Other 

Total 

1 

Cash Loiwis Other 
&. & 

Bank Advaii- 
balan- ces 
ces 

( 1 ) 

(2) (3) 

(4) 

(.* 5 ) 

( 6 ) 

(7) (ft) (9) 


1951-52 

2 

5,81 

— 

1952-53 

3 

5,81 

— 

1953-54 

28 

7,81 

30 

1954-55 

30 

7.81 

— 

1955-56 

49 

7,81 

61 

1950-57 

87 

7,81 

7,07 

1957-58 

60 

12,37 

15,00 

1958-59 

84 

16,75 

10,94 

1959-00 

1.17 

22.24 

9,13 


5,40 

11,23 

55 

6,55 

54 

5,61 

11,44 

2G 

8,02 

56 

5,46 

13,84 

5 

11,20 

59 

5,52 

13,02 

23 

12,78 

60 

5,80 

14,70 

2 

14,01 

G 

6,02 

21,75 

9 

20,70 

96 

6,09 

33,99 

5,99 

26,20 1 

.80 

6,51 

35,04 

72 

32,10 2 

.23 

8,53 

41,07 

4 

36,73 4 

.30 


N.B— Figures as on last Friday Source: Reserve Peak of India. 

The steady progress of the Corporation’s activities, 
especially the growth of its reserves is a healthy sign and on 
indicator of the significant role it has been playing in 
bringing about the industrial development of India. It is 
true that the I.F.C so far had to deal only with the easier 
part of its function viz.., granting assistance ; the real test 
of its efficiency and its having been managed with appropri- 
ate prudence will come when the other and more difficult 
part of its function begins, viz., recovering the loans and 
advances made earlier. 

4 2 State Financial Corporalioiis. In a vast country like 
India, with all its regional differences and the concept of 
political autonomy for the States, it would be impossible 
for a single All-India institution to satisfactorily handle the 
entire problem of industrial finance in a rapidly growing 
economy. The need for state finance corporations were all 
the more great because the Industrial Finance Corporation 
is unable to cater to the financial needs of small and medium- 
sized industries which are generally private limited compan- 
ies, Planning in India has recognised that Small-scale 
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Industries* has a distinct and important role to play in our 
country. Even the Constitution of India lays down (vide 
Article 43) that “The State shall endeavour to promote 
cottage industries../’. It has been generally recognised 
that inadequate finance constitutes the most significant 
drawback for most small-scale industries. It is difficult for 
such industries to obtain capital through floating public 
shares, nor is it generally possible for them to get adequate 
advances from organised banking. Lack of finance often 
forces sucli units to uneconomic borrowing at high rates of 
interest from private moneylenders with disastrous 
consequences. These financial difficulties of small and 
medium-sized industries led the Government of India to pass 
in 1951 the State Financial Corporations Act. Under this 
Act, State Finance Corporations have been set up in different 
States, and at present every State has a Corporation. 


4*2' 1 Organization. Under the Act, the maximum 
authorised capital of a State Corporation can be Rs. 5 crorcs. 
It can issue bonds and debentures upto a limit of five times 
the amount of its paid-up share capital and reserve fund. 
In the case of State Corporations, the general public can 
subscribe to its share capital upto a maximum of 25 per cent 
of the total. 


4*2*2 Relation u-itk the Reserve Bank of India. The 
promotion af these State Finance Corporations has been an 
important responsibility of the Reserve Bank and R 
collaborated with them through being an important 
shareholder in each case. The Reserve Bank not only 
has the power to inspect these corporations bui 
also functions as the coordinating agency between 
these Corporations and the rest of the banking system indu - 
ing the State Bank of India and the Cooperative B^ks. as 
between the Industrial Finance Corporations and the btaW 
Corporations, a working arrangement for 1.^ 

been evolved through the adoption of the nnto a 

while the latter will confine itself only to loans up 
maximum of Rs. 10 Lakhs, the former should entertain lo 
for amouts in excess of Rs. 10 Lakhs. 

4-2*3 Scope and Functions. The State Corporations can 

grant loans to private P"i"p'- 3 '‘JLited 

even iiroprietory concerns. Thus, while the I.F.C. is .. 

in its operation only to public limited / the 

Corporations are not so limited. But on the other 
State Corporations can give guarantee and mak 

for a maximum period of 20yeMS as against the ^5 y 
♦Seo Vol. I pp* 246-251. 
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for which the T.F.C, ce.n cxU-u.l its help. The 

tions "i ni raliv conhne tiu'ii. solves to loan capital ubtd by 

the bmrowin-' units for porio<Iical expansion and 

The S F Cs have .^‘nel■allv avoided providing ecjuity capital 

for initial iurostmont an.l have not also 
help towards providing working cajntal for day t y 
operations. 'Jdiis is hecause the S.F.Cs are more 
limited to inortg.igc financing tcclinupic and have refrained 
from taking what inav be called legitimate risks for promot- 
ing development. Tl.is al^^o exiihun.s why the State Corjiora- 
tions have proviiled more financial assistance to medium- 
sized concerns than small units, for the latter are X 

more ‘risky’ borrowers often lacking in sufficient pledgab e 

fixed assets. 

4-2-4 Woi img an*} .4r/iiei’mcni--It was not till 19G1 
that all the 1 '> States in India were able to set up State 
Finance Corporations. It is. therefore, difficult to assess 
witli any degree of accuracy their comparative progress since 
some of them have been in the field much longer than others, 
However, some idea of the comparative State-wise picture is 
indicated in tlic table given below : 

TABLE for para 4-2-4 State Financial Corporations 

(In lakhs of rupocB) 


J.iQbilities Assets 

Number C'lj.itjil Bonds Other Total Cash m Invest- Other 

of Cor- and and liabili- Habi- hand meat in Loons Assets 


poru- Kos- doben* ties 

tions ervea lures 


litiod & baU Govt, and Include 
or anccs Securi* Advaii- Deben- 







Assets 

witii 

banks 

tics 

COS 

tures 

(1)* 

(2) 

t:i} 

(d) 

(5) 

(6) 

(7) 

(8) 

(9) 

(10) 

1955 

7 

5,98 

— 

1.12 

7,10 

3,23 

2,67 

1,06 

14 

195G 

12 

10,21) 


40 

10,70 

3,60 

3,94 

2,72 

44 

1957 

11 

12,36 

36 

2,03 

14,75 

3,59 

4.01 

6,50 

65 

195S 

12 

13 21 

2,60 

2,23 

18,04 

4,60 

3,06 

9,35 

1,03 

1959 

12 

13,46 

6,12 

3,74 

23,32 

7,92 

2,80 

11,34 

1,26 

1960 

13 

14, 4S 

7,17 

4,73 

26,38 

7,21 

3,22 

13,90 

2,05 

1961 

15 

15,43 

7.17 

7,20 

29,80 

4,56 

4,00 

17,12 

3,62 
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Slate Financial Corporations 
1961 


( 1 ) 


(2) (3) (4) (5) (6) (7) (8) (9) (10) 


Andhra 
Pradesli 
Assam 
Bihar 
Bombay 
Kerala 
Madhya 
Pradesh 
Madras 
Mysore 
Orissa 
Punjab 
Rajas- 
than 
Uttar 
Pradesh 
West 
Bengal 


1 1,62 — 
1 1,01 55 

I 1,00 1,00 
1 2,04 1,14 
1 1,01 55 


22 
48 
14 
U 
11 

1 1,01 — 10 

1 1,361.36 2,90 

1 1,00 - 3 

1 50 — 5 

1 1.01 1,03 19 

1 1,00 — 14 

1 1,00 55 11 

1 1,01 1,00 18 


1,74 48 

2.04 - 84 
2,14 1,67 
3,28 1,07 
1,67 26 

1,11 31 

5,62 72 


31 


1,03 

55 


82 

32 


65 

7 

22 

63 

15 

9 


2,22 44 38 


68 

1,09 

1,32 

1.42 

1,25 

50 

3,65 

4 

13 

1,20 


27 

11 

16 

14 

8 

9 

62 

1 

1 

20 


1,66 49 
2,19 64 


1,14 16 45 43 10 

26 80 12 

— 1,39 16 

The steady growth in the figure of loans and adva^es 
shows that the S.F. Cs have been f 

significant role during the last few years. It ^ If 

borrowing from the State Corporations is '".f 

mainly bLause of the guaranteed dividend ^ , “j". 

holders which has been fixed at 3 perccn so t ‘ho 

rate is rarelv below 6 or 7 percent. Further, the 

concern has'gcnerally to also bear the charges on 

and stamp duty whie\ adds upto another 3 Pf 

the total cost of borrowing fairly higdi and of fc 

.. bSiS 

borrowings trom tiie o. r. va uu of the 

Sr'STs ^ C...J 

development can hardly If f ^P® ,, , medium industries, 

a truly .stable development Stution and 

Finally, the S. F Cs are ? ,X"tSt policy "ould 

the true test of the wisdom of th significant propor- 

come when repayments begin to acquire sig. 

4-3 National Industrial 

was set up in October 195 . s ^ ^ ^ finance indus* 

r ”,ss "" 
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investment. The N. 1. i). 
specialized functions, viz,. 

(a) managing temporarily industrial units till they arc 
fit to be transferred to private management, an 

(bl granting special loans for rationalisation and 
' ’ modernisation of the cotton textile and jute 

industries. 

lliiforbunatclv the functioning of the N. I. 

been so ?ar of father a routine type. Even though all the 
finances required by it are being provided by the Government 
of India it continues to refrain from initiating dcvelopmen 
either in’ the relatively backward areas or to sponsor new an 

unusual, but socially useful, enterprises. 
to unimaginative investment policy, it is becoming 
routine loan-giving agency rather than play its 

role of giving a lead to private enterprise to promote balan- 
ced industrial development in various regions and gwe a 
social bias to economic enterprise. On the whole the nnan 
cial operations of the corporation have been not as imaginative 
as one would expect it to have in view of its speciahzea 
functions. The table given below throws interesting light ; 

Operations in the year 1959-60. 

Financial : 

Profit and Loss Account for the Period 1st January 1950 to 

31st March, 1960 

(Ks.) (Es.) 

Interest on loans to 

14,58,404 industry 21,43,651 

2,48,525 Interest on securities 11,606 
Miscellaneous income 1,18, 707 
Leave salary, pension 
contifibutions re- 
62,407 covered and miscel- 
laneous adjustments 1,88,684 
21,46,931 Balance being grant 

due from Govt, of 
1,45,798 India towards : 

(а) projects 12,85,192 

(б) other expen- 
diture 3,04,235 


Expenditure on 
projects 
Salaries and 
allowances 
Expenditure on 
working group of 
cotton textile 
industry 

Interest on loans 
Other items of 
expenditure 


Total 


40,52,065 


Total 40,52,065 


Source — C.S.q. 
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On the projects side, the corporation lias undertaken 
various studies which have led to certain schemes of develop- 
ment being assigned to the private sector while a few, mainly 
of a pilot nature, have been taken up in the public sector 
with foreign collabc ration. In order to promote the establish- 
ment of design and consultation services in the country, a 
Technological Consultancy Bureau has been set up by the 
corpcration. It is proposed that i lie Bureau will undertake 
preliminary studies to help in establishing a projcit and will 
also provide subsequent design and consultancy service. 

4*4 Industrial Credit and Investment Corjyoraiion of 
India. This was set up in January, 1955 as a result of the 
recommendation of a mission providing discussion between 
the World B;ink, the U.S. Government and the Government 
of India. The idea was to set up a sponsored private limited 
company to encourage the growth of private industry. In a 
sense, it is a characteristic feature of India's faith in t'le 
concept of a mixed economy where planned assistance to 
ensure the continued profitability of privatcly*o\yned 
economic c nterprises in a socialistic pattern of economic life is 
neither a paradox nor a misnomer. 

4*4-1 The corporation has an authorised capital of 
Rs. 25 crores though its paid up capital is only Rs. 5 crores. 
The paid up capital has been subscribed wholly by private 
investors both forjign and domestic. The shares of the 
corporation have been subscribed by British and American 
Investors, institutional investors, by banks and insurance 
companies in India and by private individuals. 


4'4'2 The Corporation obtained additimal resources 
in the following ways : — 

(1) An interest-free ban of Rs. 3*5 crores from the 
Government of India, repayable in 15 instalments, 

fhn first, instalment of repayment bung due after 


the expiry of 15 years ; 

(2) A 10 million U. S. dollars (i.c. about Rs. 5 crores) 

initially made available in foreign currency by the 
World Bank on the guarantee of the Government 
of India ; this has been increased from time to time 
making a total of $40 millions ; 

(3) An interest-free deposit of Rs. 7 5 crores from the 

U.S. Technical Co-operation Administration ; 

(4) A loan of $5 millions (about Rs. 2 38 crores) 

approved by the Development Loan Fund. 

4 4-3 Fxinclions. The Corporation is primarily con- 
cerned with the development of industries in the private 
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s.'ft)!'. !t aini' lit I'xpui'liiU tli ^ |(riv.i(c atM lor ami |iro- 
itiolt* it-! I l.'Vol' 1 [Mifiit- hy aasisla iK'f lai a 

nuiTibcr of contpaiiierf iu small amounts, ratlior tliaii providing 
large-scalo aid to a small number. It pcrform.s its functions 
by : 


(a) grantinci loans and advances to assist in expansion 
and modcrni.^ation, 

(h) ]iromoting now eoncorns by 

(i) providing a part of the ‘equity capital’ , 

(ii) undertaking underwriting operations, 

{c) providing managerial, toclinieal and administrative 
advice and assisting industries in obtaining such 
advice, an<l 

(d) making available, during an acute scarcity of 
foreign exchange, assistance in foreign currency 
for liuhistrj' in tlic private sector. 


4’4 4 Acticitics. In the course of six years, the Cor- 
poration has considerably extended its activities, and has, 
upto 1900, sanctioned financial assistance amounting to 
nearly Rs. 32 erorcs to about 100 Companies. The real 
merit of its activities has been its attempt to refrain from 
functioning as an unimaginative lending organisation. It has 
not confined itself merely to giving of advances against 
as.sured collateral security, but it has genuinely financed and 
promoted industrial giowth by investing in share capital 
and through underwriting of shares. However, the crucial 
test would be its ability to sponsor private enterprise in a 
manner consistent with the planning policy of the country 
which lays down®’ that "within the field of activity entrusted 
to the private sector, the major aim of policy is to ensure 
broad-based ownersbij) in industry, diffusion of enterprise 
and liberal facilities for new entrants, and the growth of 
co-operative organisations.*' 

4*5 National Small Industries Corporation. This was 
set up in February, 1955 and was registered as a limited com- 
panj\ It has four subsidiary corporations, also registered as 
hmitod companies, at Bombay. Calcuita, Delhi and Madras. 
11x2 authorised capital of the corporation has been provided 
entirely by the Government of India. The affairs of the 
corporation arc managed by a Board of Directors consisting 
of 11 members, comprising both officials and non-officials. 
Ihe capital structure of the corporation is ind-cated in the 
table given on the next page. 

07. Third Fivo Yoar Plan,'^. I, para 28. 
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TABLE for 4' 5 
Balance Sheet as on 31st March, 1960 


Ar at 
31-3-10r)9 


As at 

LiabUities 31-3-1960 


As at 
31-3.1959 


Assets 


As at 
31 - 3-1969 


(Rs.) . (Rs.) (Rs.) 

Issued » subscribca 
& paid up 

40,00,000 capital ■ 40,00;000 62,53,575 Fixed assets 
19,40,102 Reserve & . 76,12,989 10,00,000 Investments 

* • A 


(Re.) 

1,17,68,629 

10,02,675 


surplus 
Unsecured 
loans from 


43,17,061 


2,70,64,583 


Govt, of 
India. 
Current 
liabilities 
& pro- 
48,00,104 visions 
• • Suspense 

account 


(at cost) 

67,60,064 Current 
assets 

3,60,37,981 1,92,40,653 Loans and * 3,24,67,195 

advances 


1,66,923 Security & 
Other de. 
posits 

52,30,510 „ t. j 

12,560 64,39,589 Cash and 

bank bala- 
nces Miscel- 
laneous ex- 
penses & 
4,015 losses 


1,07,638 


32,23,724 


3,78.64,789 Total 5.28,94,040 3,78,64,789 Total 


7.218 
6,28,94,040 


Source : C.S.O 

d-Vl Fundiov^ The activities of the corporation fall 
under two”groups, nz.. (a) eommereial, O’) 

The former are financed out 

ment of India since the ^ ^ schemes to be under- 
low compared to the magni these are financed out of 

taken. So far as (b) >s 

granw made ava'lable b^ th 1.°.^ sehemes 

promotional activities The functions of the corpora- 

(ii) fadUties for 

(iii) arrangements for i“P®^^°:„-Uscale assemblers, 

^ ^ distribution to au^P y ^chines on hire 

(iv) making arrangements to supp > 

purchase, of industrial estates, 

(v) construction and f production-cum* 

(vi) establishment and running 

Training Centres. 
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Tn 1 piMiiioniy, tlic oom|H'til ivo of 

small scak- units is f>cmTally weak aiul tl.e nee.l «>r ”1’ 
assistance* for enabling their 

matter of considerable controversy. It has. houescr, been 
rccovnised that to make small scale units economically 
viable it is necessary to achieve for them a 
industrial structure through development of ancillary 
industrial units. The C .rporation lias been attempting to 
achieve this through a twin policy of encouraging large units 
to purchase their requirements from small units, and 
developing a colony of small units in the vicinity of a larp 
unit so that the former can be a feeder to the lattcT. In 
this policy the corporation is being assisted by tlic h>mall- 
Scale Industries Service Institutes. Further, no loug-pcriod 
economic advantage can be secured for small-scale units 
unless fresh technical skill and uptodate macliincry arc 
made available. The Corporation has made arrangements 
for making available such assistance to existing as well as 
newly established units. Finally, the financial requirements 
of small-scale units are specially being attended to, and. 
the corporation is empowered to underwrite and guarantee 
loans from banks and similar institutions to small units. 
However, the assistance of the corporation can be availed 
of only by units with a capital investment of less than Rs. 5 
lakhs and employing less than 100 persons when working 
without power or less than 50 persons when using power. 


4*5‘2 Review of Work Done. The corporation has rightly 
concentrated on making available assistance for obtaining 
machinr'ry and machine tools to small scale enterprises at 
particularly liberal terms so as to enable a larger number 
of units to avail of these benefits. Generally such assistance 
is made available through the hire-purchase system. It also 
pursues a policy of preferentially lower terms to industrial 
co-operatives both because of the declared plan objective of 
encouraging their development as also because of their 
higher creditworthyness. The more important and useful 
part of the corporation’s work has been, however, in the 
realm of marketing and improving the quality, with 
standardisation, of the products of small scale units. The 
Corporation has instituted a system of inspection and is 
attempting to ensure the production of goods of standardi- 
sed quality. The working of the corporation revealed,*'® in 
1958-69, a loss (total) of Rs. 3,78,56, with a government 
subsidy of Rs. 34,22. The financial operatrions in 1959-60 
are indicated in the table given on next page. 


•See Vol. I, Ch. VI para 8. 

68. C.S.O.— Principal Public Sector Undort akinss. Section IV 
Summary table 3. j 
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TABLK for i-r, 2 


Operations in 1959 60. 


Financial: 


As at Slat March, 1960. 


Rs. in lakhs. 


Share capital wholly provided by Govt, of India . 

Loans received from Govt, of India .... 

Grant receivable from Govt, of India during tho 
year; ‘ (Rs. in lakhs) 

Expenditure incurred on promotional activities . . 35.90 

Less Giant received during the year including carry 
overs and adjustments ...... 33.18 

Balance receivable 2,72 

Loss net profit earned by the Corporation on commercial 

activities set off against the above 1.00 

Net balance adjustable 163 


40.00 

300.38 


Source— C.S.O. 


4*6 Indian Handicrafts Development Corporation. This 
was set up in April, 1958 as a private liniit^jd conipony under 
the Companies Act, 1956. Its Capital Structure is as 

follows : 


■RnLannn Sheet as at 31st March, 1960 



(Rs.) (Rs.) 

10,00,000 Subscribed 10,00,000 
and paid up 
capital . . 

1,33,911 Current liabi* 46,161 
lities and 
provisions . . 

— Grant appro- 69,075 
priation ac- 
count (Bala- 
nce of grant 
held) 



(Rs.) 

42,454 Gross fixed Assets . 

1,483 Depreciation . . . 7,333 

. . 40,452 

39,767 Current assets . . 

1,19.666 Loans and advances. ^66,404 
9,17,088 Cash and bank. . 8,69,116 
balances ^ 

16,419 MiscoUaneous . 4,o9u 

expenses 


40,971 Not fixed assets 


11,33,011 TOTAL 11,05,226 11,33,911 


TOTAL 11.05,226 

Source : C.S 0 

Tt has been established mainly to undertake export of 
handicrafts, khadi «n<l products of village mdustries^ t 

create favourable conditions for 

handicrafts. The corporation however e.xtends its assibtan 
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to exporters aiul producers. 

improveruent in design an<l nnancc. 
be grouped as follows *. 

(a) Financial assistance by provi.lit.f; sboit-iorm credit 

to exporters to execute firm export onlor.. 

(bt Raw materials assistance tbrougb maUiiig available 
fa7material of appropriate 

nrices as a high btandard of product on can DC 
TOsured only if proper raw-material supply can be 
arranacd. The corporation arranges to import 
copper, zinc, polishing material and packing tissue- 
paper.’ The imported material i.s made available to 
producers under an Export Promotion Incentive 

Scheme. 


(c) PublicitJj assistance by taking part in exhibitions 
and fairs and booking bulk orders tlirough such 
displays. The corporation has arranged a net- 
work of sales agencies abroad and lias e.stablishccl 

some permanent show-rooms in a few big foreign 
cities. 


(d) Market intelligence by giving information relating 
to commercial practices, tastes and demand 
peculiarities, production techniques etc. 

(c) Design assistance through expcii. and specialised 
advice and help on suitable de.signing of decorative 
products. 


(f) Qualify control by endeavouring to ensure that 
orders placed with its business associates are 
executed in conformity with specification and 
making certain that there is uniformity in the 
quality of goods supplied. To assist in this 
process it has instituted a pre-shipment inspection 
scheme on a voluntary basis. 


4*6.2. Review of Achievement. Whatever benefit the 
corporation may have broiigh to the small scale industries, 
its financial working has so far led to substantial losses 
which were Its. 12,651 in 1958-59 and Rs. 2,53,274 in 1959-GO. 
The table on next page indicates its financial operations. 
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(i) Income and Expenditure Account 
for the year ended 31-3-60 


As at 31-3-59 As at 31-3-60 As at 31-3-59 As at 31-3-60 
Expenditure Income 


(Rs.) 

(Rs.) 

(Rs.) 

2,374 Income on 
foreign 

(Rs.) 

90,200 

Salaries and 1,48,592 
allowances 

consignment 
and samples 

536 

2,00,616 Trade deve- 72,489 
lopment ex- 
penses 

1,530 Interest on 
loans 

Interest on 

short-term 

deposit 

9,002 

1.483 

Depreciation 6,851 

account 

7,748 

38,256 

Other ex- 45,442 
penses 

Other income 
items 

1,824 


3,32,651 Deficit carried 2,53,274 


to Grant 

appropriation 

Account 
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forconsidcrntinn* medium of 

“Si— '” *'“ 

established in June 19o8 ami The main object 

company under the j|j and disbursing the American 

of the corporation f Aerfcultural Commodities Agree- 
counterpart funds of the Agricu ^ ^ 

raont under what is ‘'“"’™°"'^ablc on a medium term basis, 
poration would make ai Hated for development in the 

to those The re-lending operations of the 

^^rtT« —j 

t^oU::T::T ’Thrcfpital structure of the corporation is 
indicated below : 


Capital Struclute* of lo 1050 

Balance Sheet as at 


As at -A® 

31-12-1958 31-12-1959 31-12-o8 

Liabilities 


As at 

31-12-59 


Assets 


(Rs.) 

2.50.00. 000 Subscribed 2,60,00,000 

and paid 
up capital* 

8,393 Reserves 1,09,331 

and surplus. 

5.00. 00.000 Unsecured 

loan from 
Government 
of India. 

45,002 Sundry credi- 71.041 
tors. 

2,31,607 Interest eccr- 8,76,000 
ued on loan 


(Rs.) 

3,545 Fixed nssela . . .332 

99 Library books. 85,00,000 
. . Loons to morabor 
Interostbanka 
accrued : 

6 00,00,000 3,79,555 On short term 2,00,323 

’ deposits 

... On loan to 85,548 

member 
banks 

Advance pay- 13,60,344 
mont of toxes 

7,69,48,467 Cash and bank6,82,97,825 


• • • 


from Govern- 
ment of India. 

5,81,000 Provision for 14,82,000 
taxation. 

4 66,764 Proposed divi- 10,00,000 
dends. 


bolanco 


encouraging 


Source : C. S. O. 

•7.1 Aim and FuticUona. The corporation aims at 
•aging commercial banks to expand medium term finance 


• See Vol. I. pp. 247-248. 
J See Vol. I, p 492. 
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for in<hish-y ]>y providing re-financo facilities. During 1959, 
the corporation provided Rs. 225 laklis, bringing the total 
re-finance sanctioned since its inception to Rs. 403 Lakhs. 
The facilities are generally intended to be confined to medium 
sized units for : 


(i) an individual loan docs not normally exceed Rs. 50 
lakhs, 

(ii) loans are to be niadc available only to units whose 
paid up capital and reserves are not less than Rs. 5 
lakhs but not more than Rs. 2*5 crores, 

(iii) the period of the loans is between 3 and 7 years. 


4 7*2 Operations. The corporation has adopted rather 
a cautious attitude and the demands on it have not been able 
to use up its funds fast enough. It is true that other alter- 
native sources of finance together with the growing volume of 
bank deposits have reduced the need for re-finance activities ; 
but, even then it would appear that the achievements of the 
corporation liave hardly justified the setting up of a special 
institution to handle the P.L. 480 counterpart funds which 
could equally easily, and with perhaps greater efficiency, be 
made available to the Industrial Finance Corporation. The 
limited nature of its activities would be illustrated from the 
details of its financial operations given below : 

(i) Profit and Loss Account for the year 
ended 31st December, 1959 


For the per- For the year For the per- For the year 
iod from ended iod from ended 

6-6.1958 to 3M2-59 5-6-1958 to 31-12-59 

31-12-1958 31-12-58 


(Ks.) (Rs.) 

41,752 Amount paid 70,041 

to tlie Ro- 
sorve Bank 
of India in 


(Rs.) (Rf;) 

14,09,304 Interest on monies 27,61,340 
placed on call & 
short term depo- 
sists with banks 


respect of 
establish- 
ment and 
other charges 

2,31,507 Interest on 8,75,000 

loan from 
Government 
of India. 

9,171 Other expenses 9,910 
11,20,881 Balance, being 
profit subject 
to taxation, 
carriod forward 20,01,938 


Interest on loans to 2,05,648 
member banks. 

7 Miscellaneous 4 

reciopts 


14,09,311 


Total 29,60,889 14,09,311 


Total 29,66,889 
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(ii) Aj)[)ropiiation Accouut 


Rs Rs. Rs. 

6,81,000 Provision for 9.01,000 . . Balance brought S.03 

taxation forward 

71,735 Preliminary 1I,2G,S81 Balance I 

expenses written profit siil 

Qff to taxalii 

.. Transferred to 1,00,000 

Genonil Reserve 

4,65,753 Projiosod dividend 10,00,000 
at the rate of 4% 
p. a. subject to 
lax 

8,303 Balance carried 0,331 

forward 

11,26,881 Total 20.10,331 11,20,881 Total 


1I,2G,S81 Balance being 20,01,938 
profit .subject 
to taxation 


20,1(1,331 


Source : C. S. 0. 

The need for greater flexibility in its operations has 
been recognised and the corporation has to extend its acti- 
vities even to other banks who arc not shareholders. Further, 
there seems little necessity of insi.sting on a minimum spread 
between the rate at which the member banks borrow from tlic 
corporation and the rate at which tliey lend to industrial 
units, for all that is necessary to prevent misuse is to ensure 
that the final lending rates are not too high and are subject 
to ifeview by the corporation. 

5. 'The Managing Agency System of Finance. 

6‘1 Characlerislic Features of Ma7tagiiig Agency Syslein. 
The Managing Agency sj'.stcm is a special, and in a sense a 
Unique, feature of Indian industrial organisation. I( has, of 
late, come in for so much criticism that one is perhaps apt 
to forget that, though not without demerits, it has played 
an important role in the industrial development of India. 
A managing agency firm is generally a partnership firm or a 
private limited company, though of late there has boon a 
trend towards conversion into limited liability eouipanies. 
These firms arc an important link in the industrial system 
performing the following functions : 

(i) promoting new business by floating sliarcs of new' 

concerns and holding them temporarily, 

(ii) supplying regularly trained personnel capable of 

discharging the duties of efficient management, 

(iii) undertaking management of the companies under 

their control, 

(iv) performing the pioneering work of investigation 

and research preceding the initiation of iT new 
enterprise, 


\ 14 : 
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(v) making available funds and arranging for finance 

by acting as guarantors. 

5-2 Financial Assistance. The system has in the past 

undoubtedly performed a creditable serivce to 

India by extending considerable financial assistance through, 

(a) direct loans, 

(b) guarantees for bank advances, 

(c) attracting deposits by associating their credit, 

(d) subscribing to shares and debentures, 

(e) placing the securities of the companies under their 

control on the market. 

To appreciate properly the functions “f 
performed by the managing agency system, it ^ 

to remember that their most brought into 

a time whem no specialised and 

existence for tackling the financial needs of^ ‘““"f ;^l„'„tant 

when Indian capital, proverbia y tievelopment 

to come forward to take the risks of ^egin- 

in its early stages In fact, it the 

nines of industrial enterprise could ^ave been i pecially 

enterprise and initiative of the been retectant 

as commercial banks in India ^variably beeu r ^ 

to extend financial assistance “^7 i7mind that 

industries. It is, however, " not been free 

the managing agency “^beeroften abused to the 

from defects and has in fact, been one The 

detriment of individual industries an ...hordination of 

most serious defect that ^th of concentration of 

management to finance « number 

“onomic power* through a single managing 

companies passing into ‘"e hands of a s ngte 

agent. It has often been /.nV"" , concerns, there 

agency firm manages a ,i„ilarly and Je 

is a tendency for all ot *he , , cy often fades 

distinction between f<>d *"d ha'l concern ^^ben 

through the medium of a common fjgfactory one 

of funds from a successful concern the interests of the 

has taken place to the detriment of the in^^^^ been 

shareholders of the P/°"P®7“®i"“ otWty n the share-market 

serious allegations of speculate getting managing 

•Ste Vol. I pp- 239—243. 



175 


INDITSTRIAL FINANCE 

5-3 Legal Control Over the Managing Agency System. 

5-3*1 In spite of the many important contributions 
made by the managing agents, the system has for a long 

time been subject to regulation and control. A lew impor- 
tant restrictions were imposed in 1936, but these were never 
seriously enforced. The criticisms against the managing 
agency system continued and after independence, the govern* 
ment realised the urgent necessity of bringing about a com- 
prehensive reform in it. The Government of India, therefore, 
appointed in 1950 a Company Law Committee, known as 
the Bhabha Committee, to review the entire situation. On 
the basis of the report of this Committee, the 1956 Compa- 
nies Act provided for important measures of control over 
the Managing Agency System. The main provisions of the 
1956 Act were as follows 1 — 

(i) The Government can, on the advice of a Committee 

specifically appointed for the purpose, declare 
that all companies in certain classes of industry or 
business shall cease to be managed by Managing 
Agents, 

(ii) After the commencement of the Act, approval of 

the Central Government is necessary for the 
appointment of Managing Agents, who can now bo 
appointed only for a period of 15 years in tlic 
first instance, and renewed for not more than 10 
years at a time, 

(iii) Restrictions have been imposed on grant of 

inter-company loans under the same Managing 
Agency firm as also on the purchase of shares or 
engagement in competing business of firms 
under it, 

(iv) Limitation of the total number of Companies to a 

maximum of 10 for purposes of management by a 
single agency. 

6'3 2 The 1956 Companies Act attempted to rigidly 
control the managing agency system but failed to recognise 
that as long as the private sector exists, it must earn 
adequate remuneration. The 1956 Act permitted a maximum 
remuneration to Managing Agents of upto 10 percent of 
net porfits. There was, of course, provision to the effect that 
additional remuneration in excess of the prescribed maxi- 
mum could be paid by means of a special resolution of the 
company subject to there being no objection from the Central 
Government. Unless relaxation to the prescribed maximum 
remuneration becomes a general rule, rather than remain an 
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exception as was obviously envisaged, it is doubtful whether 
tlic sni-illcr Managing Agents would b) able to expand 
old business or promote new ones. It is possible, therefore, 
that indirectly it may lead to the very evils of concentra- 
ted prosperity and monopolistic growth of economic power 
which is intended to be combated as an objective in the Third 
Five Year Plan. 


5‘3‘3 Tlie Company Act was furtlur amended in 1960 
on the basis of the recomraendadons of a Committee 
appointed by llie Government of India under the Chairmari- 
.shipofShri A.V. Vishwanath Shastri. The amended provi- 
sion attempted a stricter definition of 'Temuneration” of 
Managing Agents and prohibited any contract for the 
rendering of any service between a Company and its Manag- 
ing Agent or any associate of tlie Managing Agent unless such 
contract was approved by the company by a special resolu- 
tion and was also accepted by the Central Government. It 
has been estimated*^® that the managing agency remuneration 
as percentage of profits before tax worked out as follows : 


1955 ... 14 2% 

1950 ... 11-5% 

1957 ... 11-7% 

The above estimates, however, exclude some of the 

'invisible' earnings of managing agents from such sources as 

sale and purchase of goods and supply of services etc. ; but 
excluding such items there is a clear indication that tne 

income of the managing agents has been on the decline, it 

mav be noted that the reason why the percentage figures 
given above are higher than 10% which is the statutory 
maximum under the Companies Act is simply that some 

companies, despite a low level of profits (or 
sustained) paid the minimum managing agency remuneration 

as given in the managing agency agreements, 

5-4 The Future of Managivg Agency System. It is clear 

that on an ideological basis, tliere is no 

permitting the continued existence of the system. Ai 

from ideological reasons, it can L ^ 

ing finance for industry. Further, the the 

of the public sector and tlie increasing emphasis 

GO. For douil. .00 Uo.orvo IJouk of I..diu Bullotin. August, 1950. 
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public purpose of the private sector, there can l)c no 
necessity or justification for the continued existence 

managing agency system. 


furtlicr 
of tlie 


6. Foreign Capital and the Financing of Industrial Develop 
ment. 


61 It would be useful to draw a distinction 
foreign capital and external assistance,* meaning . 

former private foreign investments in India ^ 

by the latter assistance obtained at govcrnmentsil e\t . 
distinction, of course, is rather loose for in a p a ^ 

economy with intensive control on Capital Issues am 

regulation of foreign exchange releases, new private in 
of foreign capital is hardly a large-scale practical tcasibiiay. 
There arc, however, a large number of branches ol loreign 
companies operating in India and foreign controllc rupee 
companies. There may also be small holdings of snares in 
Indian rupee companies by foreigners. In their economic 
effects, there is no fundamental distinction between orcign 
capital and external assistance for the transfer effects anc c 
effect on balance of payments must be identical for both 
represent inflows and outflows of funds. 

6*2 Estimates. The total foreign capital investment 
in India is difficult to estimate. The Reserve Bank of India 
has attempted to collect data regarding foreign investments 
and estimated that the total foreign business investments in 
India amounted on the 30th June 1948 toRs. 320*42 crorcs. 
According to a later estimate of the Reserve Bank of India, 
the total foreign investments in the private sector in India 
amounted to Rs. 508*7 crorcs at the end of 1957, of which 
the investments in the foreign controlled enterprises or foreign 
direct investment amounted to as much as Rs. 446*1 croros 
».e., nearly 87%. The comparability of the figures of 1948 
and 1957 is, however, limited because the coverage was 
limited and also because the units included were not identical. 
In its recent analysis, the Reserve Bank of India’^ points 
out : — 


"There were in all 665 branches of foreign com- 
panies which were registered in India as on 3lst 
March 1960. Nearly two-fifths of these represented 
branches of financial institutions including banks 
and insurance companies, non-profit organisations 
and airlines and shipping companies, and such 
other branches as have already gone into liquida- 


• SeeVol. I,CU. XII- 

7 0 Survey of India's Foreign Liabilities and Assots 1057. 
7 1. Bulletin, Morch, 1962 p. 344. 
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lion or as have ceased to function. The book value 
of total assets held in India of the remaining three- 
fifths of the branches amounted to about Rs. 427 
crores as at the end of 1959." 

The detailed study of 207 branches of foreign companies 
and 117 foreign-controllcd rupee companies shows the follow- 
ing intersting trend : 

(In Rs. Lakhs) 

Total Net Assets at the end of 
1957 1958 1959 Percentage g^o^vth 


in 1969 over 1957 


Branches of 
Foreign 

Companies 298,35 294,32 305,86 
Foreign 
Controlled 
Rupee Com- 
panies 306,24 327,05 348,84 


-h 2-5 


-fl3*9 


G-3 Economics of Foreign Capilal. Recent thinking tn 
the economics of growth tends to support the view that use oi 
foreign capital in an underdeveloped country is neccssa y 
an<l desirable as it tends to increase not only the rate ot 
development but also stimulates domestic savings l ie 
inauguration of the era of planning m India frankly lecogms 
ed the inescapable necessity of external finance ana 

observed 

‘*India has a programme of development larger 
than can be financed from the resources internally 
available. There will remain certain shortages 
which would tend to restrain the whole pace ot 
development and it is in meeting these that exte - 

nal resources will be of help."’* 

In short, foreign capital may 

the availability of total resources and “i“t,^ngiti„n 

country’s economic development. An economy :*• u not 

in'vlbly puts a high burden on the -"sumer and.^it isj. 

unreasonable to speed up the p ^ ^ It is true that 

view to shortening the period sufficiently 

72. First Five Your Plan, p- 27. 
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cost of borrowing in the foreign market (or» wliat 

the same thing, the returns expected by the foreign i ^ 

is high. There are, however, reasons to believe 
potential rate of domestic saving in India would haidly 
able to reach the required level. 


6-4 Causeiof Distrust of Foriegn CajAtaL The relucta nee 
to use foreign capital is based more on non-ccononne lan 
economic grounds. The fear that vested foreign m ercs s 
may grow up or that the foreign capitalist may be more 
interested in earning a large return in a short period than 
in laying a true and stable foundation for industrialization 
are obviously relies of the past. It can be safely ^e ic\c 
that the Government of India today arc quite competent to pre- 
vent any unhealthy activities of the foreign investor. In any 
case ,a growing tendency is noticeable for the foreign capi 
to identify itself more and more with the economic interests 
of India so that the old fear and distrust may now bo 
regarded as a thing of the past. 


6’5 The Stale and Foreign Capital. The Industrial 
Policy Resolution issued in 1948 within a short period after 
independence contained a definite bias towards nationalisa- 
tion and also introduced some restrictions on the use of 
foreign capital. In 1949, however, the Prime Minister 
made a policy-statement which contained clear and 
categorical assurances to foreign capital indicating : 

(a) uon-discriminatioD as between foreign and Indian 
undertakings, 

(b) provision of facilities, subject to availability of 
foreign] exchange, for remittance of profits and 
repatriation of cpital, and, 

(c) provision of fair compensation in the event of 
nationalisation, which itself was not regarded as 
an immediate possibility. 


Subsequent Indian policy has shown little change to 
the disadvantage of foreign capital and facilities have 
continued to be given for fairly free remittance abroad of 
profits of foreign business concerns. It must, however, be 
recognised that ivhilc the early disinvestment of private 
foreign capital that took place in the period immediately 
following the country’s Independence was arrested, the 
growth of private foreign investment in India has not been 
as rapid as is sometimes believed. A study of the figures of 
foreign investment in India would show that the total 

foreign ^apital investment in the private sector is indeed not 

• See Vol. 490. 
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very large, nor is its growth either alarming or excessive. 
The following table illustrates the position 

Outstanding Foreign Investment in the Private Sector 

(In Rs. Crores) 


Year 

(June) 

~W 

948 
955 

1956 

1957 

1958 


from private 
sources abroad 

( 2 ) 

255-8 

453.3 

478-0 

494-8 

498-4 


from ofBcal 
sources abroad 

(3) 


2-7 

14-8 

46-9 

72*2 


Total 


(4) 

265-8 

456-0 

492-8 

541-7 

570-6 


N.B, Figures exclude investment in the Banking Industry. 

In recent times, there is an obvious tendency Jioticeable 
for the inflow of foreign capital on private account to decim 

in view of the entry into the t int^'r- 

financing by such institutions as the World Ban 
national financing agencies. The following figures 

illustrate the trend : 

Net Inflow of Foreign Investment into the Private Sector 

(In Rs. Croras) 


Year 


(I) 

1954—55 

(annual 

average) 

1956 

1957 

1958 


Private foroeign 
capital 

( 2 ) ^ 

14-9 


24-7 

16-8 

1-7 


I.B.R.D. 

capital 

( 3 ) 

1-4 


12-1 
32-1 
25 3 


Total 


(4) 

16-3 


36-8 

48-0 

27-0 


6-6 The Future. The general tempo of devclopment^^^^^ 

showm an alround has beL a wide- 

developed countries of the business enterprise all the 

The’ demanT for “riBk capital" has steadily 
IZ’Z Bank “of India A^rU iZ 
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iiiorcasocl, niakiiig the position of countries like In'lia. wliich 
are still under-developed but nob so under-developed 
require the foreign capitalist along with foreign capital, 
relatively disadvantageous as regards foreign capital supply- 
There is, therefore, an inevitable growth of joint association 
of Indian risk capital with its foreign counterpart. Ihis 
may not entirely and fully solve the problem of capital 
supply but would certainly go a long way towards speeding 


up the industrialization of the country. 
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1. The Background of Indian Economy 
with reference to Trade. 

M 1960*61 marked the final year of the Second ^ve 
Year Plan and witnessed a striking advance in industrial 
production, an improvement in agricultural output y 

Ld-grainsand a rise in aggregate investment. All this 

naturallv led to a rise in the National Income, which in turn 
“norllly be expected to increase the contnbut.on of 
trade and commerce to the aggregate income It is wen 
known that the volume of transport is normally a “ 

the aggregate volume of trade, though generally the rise in the 

demand L transport is usually -'fj-fy/tf"traffic and 
growth in trade because of changes in the 
increases in multiple and cross movements which are in tue 
selvera cha“aeteVistic feature of an expanding industrial 

economy. 

1-2 1961-62, the first year of the Third Five Year an^ 
achieved further increases in developmental outlays m 
nnblic as well as the private sector, and, substantial ,. 

fn aScult';:ll and Justrial production led Buppty coni- 

rn“n^ry^^^^ a whole. However the t-dc anc„^ 
of a country is not merely an aggregate ^„d, 

it is not unusual to have a Urge lividual 

economy with signs of weakness or situa- 

seetors. It may, therefore be noted that ^"^,,tors, 

tions of scarcity from time to time ID som p some 

including, in particular, dities suppbte 

varieties of steel. Among agricultural during 

of raw jute and oilseeds showed unsatisfactory trenos u 

the early months of 1961. 

1-q The index of industrial production* is 

best indielteVo” the growth fleaOo-! 

the whole ofit enters the monetised sector of transact 

• See Voi.lTp. 232. 
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wliile the volume of jig^rc^'afc agricultural pro.liu tioii, rvon 
tliough inllucncing the total volume of trade, is not directly 
a specific ii^dicator as a large part of it docs not enter the 
realm of trade. Some idea of the growdh of the economy 
may be got from the table given below : 

Index of Industrial Production 


Item 

1951 

1955 

1958 

1960 

1961 % increase or 

decrease of 
(6) over (5) 

(1) 

(2) 

CJ) 

(4) 

(5) 

(6) 

(7) 

General 

Index 

100 

122*4 

139-7 

167-8 

180-6 

+ 7-6 

Coal 

100 

lU-4 

132-2 

1470 

160 5 

+ 8-7 

Iron ore 

100 

1167 

156 3 

288-3 

313-4 

+ 8-7 

Sugar 

100 

U3-0 

175-6 

197-6 

244-0 

+ 23 5 

Tea 

100 

106-2 

113-8 

114-3 

127-3 

-h 11-4 

Cotton 

Textiles 

100 

111-9 

108-9 

114-6 

llG-9 

4- 2-0 

Jute 

Te xtiles 

100 

118-9 

123 9 

127-6 

111-3 

— 12-8 

Cement 

100 

140-4 

189-9 

238-7 

250-1 

+ 4-8 

Non-ferrous 

Metal 

100 

123-7 

166-5 

338-8 

241-4 

— 28-7 

Iron & 

Steel 

100 

113-3 

119-1 

202-2 

201-2 

+• 29-2 

Transport 

Equipment 100 

1293 

173-7 

277-3 

301-9 

+ 8-9 


N. B. 1951~-Base year 

1960 & 1061— Jan-Oct. 

1‘4 The contribution of commerce, transport and 
communication to the National Income* during the period is 
illustrated by the figures given below 


IF • 


Year 


Total 

(In Rs. abja) 


ill 

1951-52 

1955-56 

1958- 59 

1959- 60 

1960- 61 


i!l 

17-9 

18'8 

21-5 

22*4 

23*6 


N. B. AbjaslOO Crores— 10® 

1960-61 — Preliminary estimates 

• See detail^ tables in VolT pp 169-1C2, 


Percentage 


m 

17- 9 

18- 9 
17-1 
17-3 
16-6 
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An interesting feature noticeable is that the absolute 
growth of aggregate income from commerce, transport ana 

communications has not kept pace with the gro 

national income as there is decUne m >t8 Percentage ccmtnbu^ 

tion. This is rather a peculiar and paradoxical trend fo 

would normally have expected this sector to ^ 

than it has in accordance with usual tendency of the tertiary 
sector to grow rapidly in an expanding industrial econo y. 

2. Estimates of Internal Trade and Traffic. 

21 Accurate estimates of .‘’;‘‘iV^ta^‘®One 

to make due to lack “f 

could derive some estimates ; ”1 ^orma- 

carried but in this case also little r-anised 

tion is available for goods earned by or .>>“ 

means of transport. Sometimes an > ^ ;* jo foreign 

derive figures of internal trade by corre ? , , ^n era 

trade; but, this seems highly fallacious y 

of planned economy and rigid >mport control. 
instance, internal trade was ®atima , ^ jqq ojores; 

crores while foreign trade was of order of Rs 6UU 
but, today a similar ratio between the two could nar , 

expected to exist. 

2-2 A rapidly developing econoiny must pUco iMgo 

demands t the transportation system of^a oountr^^^^ 

necessary to recognise . -Q^juction, for generally 

not entirely dependent on freight traffic, the 

with an increase m v m-pater than the increase 

iTeirSnfoKirrnafL carried by railways and 
road transport! — "" 


Year 


Railways 

tons 

originating miles 


( 1 ) 


1950-51 

1955-56 

1960-61 

1065-66 

(Estimate) 


( 2 ) 

91*5 

1140 

154-0 


(3) 

26,980 

36.434 

54.700 

96,000 


Road 

ton 

miles 

' (^P 

3.358 

6.470 

10,600 

23,350 


(Millions) 
Total of 

(3) & (4) 

(ST^ 

30,338 

41.904 

65.300 

119.360 


75 National Planning Coramitteo 
76. p 038. 
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trade and transport 

based on actual fofwhich suiUble assump- 

road transport are only estiKiate vehicles as figures 

tions tvere'made ut.m ,,y 

of actual volume of traffic " \ j j tjaffio carried in the 

TaS i^' Sd";a^f= 

and other forms of unorganised transport. 

2'3 The lessons of the period 1960-1960 *‘ave revealed 
that the demand for transport has risen much a 
either (a) national income, or (b) production in the m , 
sectors. It has been concluded that . , , u 4- 

“while the national income has increase y 

fas^ gone up by about 41 percent and that of 
industrial production by 94 percent, the traffic on 
tl^e railways measured in ton miles has doub ed 
and that on road transport more than doubled 
over the period** 

2-4 Future Estimates. It is difficult to make cstima- 

tea fwthe future with any degree of accuracy because of 
two complicating factors, the trends of which arc gene y 
uncortfiin and difficult to assess vtz^p 

(i) lead of traffic, and, 

(ii) cross movements and multiple movements. 

The average lead of traffic on the railways is estimated 
to have increased in the Second Plan period from 292 miles 
in 1956-56 to 354 miles in 1960-61 and it is ^t^mat^ to 
increase still further by the end of tho Third PUn 
to about 390 miles. No preoise estimates for 

Road Transport are available. The Ad Hoc Committee on 
the Automobile Industry assumed (presumably on 

the basis of the Report of the Chief Engineers on 
20-Year Road Development Plan used by the Techmeal 
Sub-Committee of the Ad Hoc Committee) that the long 
distance traffic in the country in 1960-61 was 180 million 
tons and in 1965-66 it would be 280 million tons. Prom the 
figures given earlier (vide para 2*2) it seems that the increase 
in total traffic in ton-miles in 1966-61 over 1960-66 would be 
about 83%, divided between road and rail, the former 
getting an increase of about 12%, while the latter*s share of 


77. Third Five Year Flan, p 630. 
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increase being about 85%. To this must be added the 
volume of traffic that would be carried by other means of 
transport, especially coastal shipping and inland waterways; 
these, however, at present carry only an insignificant 
proportion and even by the end of the Third Five Year Plan 
their contribution is not likely to be of much greater 
significance. 

2 o The Indian Railways are still the chief carrier of 
goods traffic in the country, and the Tliird Five Year Plan 
continues to rely mainly on the railways as the primary 
transportation agency ofthe country, and, this is well borne 
out by the provision for transport and communications 
programme in the Third Five Year Plan which is as follows: 

{Rs. crores) 

« 

Programmes Provision 

1. Railways 890 

-j-SSOI (contribution from rail 
/ way depreciation fund) 
+ 35 f(Store3 Suspense 
J account) 

2. Roads & Road transport 297 

3. Shipping, Inland Water* 133 

transport; ports etc. + 20 (ports own resources) 

4. Civil Air transport 55 

2'6 The allocations are nob based on any detailed 
estimate of the likely increase in the overall traffic demands 
in the country as it is not possible to attempt this, inter aha, 
for want of relevant data regarding different means of 
transport. Thus, for instance, in regard to road transport 
which is the most important means of transport next to 
railways, no dependable estimates of traffie accorffing to 
commodities or according to regions are available. In facb> 
difficulties of precise estimation of traffic requiMments have 
been frankly recognised in the Third Five Year Plan, whic 

states : 

“In the nature of things the traffic requirement 
five years hence cannot be calculated very precisely. 
In the first place, the location of some of the 
important units in industries like coal and fertili- 
zers is still not definitely known, and it is not 
possible to forecast precisely the pattern of traffic 
in these commodities. In the case of the coal 


78. P G43. 
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in the Third Plan m so far as a .„he 

i:ro'.;=Ti,=';SoSr..:” 

country, the pattern of future Jeent 

Zt''‘Sy'°“'^is'dM at this stage to 

define precisely the respective part 

road transport in the country, j plan in 

of the additional trafiSc m the ^ 

resDCct of ^vhich railways anti road ^^anspo 
woSld appear to be competitive, is comparati y 

In spHe'^of the difficulties, it is necessary, if 

transport planning is to be achieved; to u or targets 

traffic demand in the country 

of production envisaged during the Third 

has been attempted for rail movement, as 

relating to the railways is available m considerable detail. 

2-7 In the Third Plan, the Railway Development 

Programme has been drawn up on the basis of certain csti- 
ma&s of originating traffic likely to bo reached in the last year 
of the Plan i. e. 1965-66. Thus the volume of originating 
traffic is estimated to reach a figure of 245 million tons in 
1965-66 against 154 million tons in 1960-61. A broad break 
up of this traffic as between various commodities as given m 
the Plan is indicated below. 

(million tons) 


increase in 


1955-56 1960-61 1965-66 1965-66 over 

1960-61 

13 0 340 21 0 


Commodity 


Steel and raw materials 6’09 
(other than coal for steel 
plants) 

Coal (includidg coal 35'34 
moved on railways* 
own account) 

Cement 3‘9G 

General goods including 
Railway materials exclud- 
ing coal 

*There are little indications 
fuKUlod' 


49*5 

900 

40-5 

6-5 

120 

5-5 

18*0 

22-5 

45 


so far of this expectation being 
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Ill'll ore for export 


30 

110* 

80 

All other goods 


640 

75 5 

11 5 

Total for ‘general goods^ 

69*67 

85*0 

109*0 

24*0 

Total 

114*06 

154*0 

245*0 

91*0 

In regard to the three basic industries, 

namely 

iron and 


steel, coal and cement, calculations of transport requirements 
are stated to have been made on the basis of the estimated 
production and the probable location of production units. Thus 
the estimate of traffic in respect of steel and the raw materials 
of steel corresponds to production target of 8*3 million tons 
of hnisbed steel and pig iron. It may be mentioned that 
for everyone million tons of finished steel, roughly about 
3*1 million tons of raw materials other than coal and about 
2‘1 million tons of coal are required to be moved to the steel 
plants. The estimated traffic in coal of 90 million tons is 
based on a production target of 97 million tons, the difference 
of 7 million tons being explained by consumption at collieries 
and the anticipated movement of coal by means of transport 
other than the railways. The estimated cement traffic of 
12 million tons is based on the estimate of production of 
cement of 13 million tons in 1966-66. As regards the provi- 
sion for traffic in general goods in the Third Plan, the 
estimate includes 22'5 million tons of railway material, 11 
million tons of iron ore and 75.6 million tons of other goods 
making a total of 102 million tons. The Third Plan provides 
for a total increase in traffic in general goods to the extent oi 
29 per cent (from 85 0 million tons in 1960-61 to 109*0 
tons in 1965-66) against 24 per cent increase in the Sewnd 
Plan (from 69*67 million tons in 1965-56 to 95*0 million tons 
in 1960-61). Excluding iron ore traffic which has been 
specifically provided for in the Third Plan, the Thir 

provides for an increase of 19*5 per cent in general goo^ 

traffic against about the same percentage increase during tne 
the Second Plan.’* 


3. Economic Growth and Demand for Transportation. 

31 The problem of the transport requirement of a 

country assume special sigmficance in the process o e 

development. It is generally recognised that 

transport increases continuously during the process of econo 
mic growth. It has been pointed out that : 

-As the economy produces more a 

materials must be brought together to provide 

•Inciudoa capacity’^ 4 of exports from BoiladiUa area 

through Viskhapatnom to be reached in 1966. 

70 See Third Five Yoer Plan, p 642 
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necessary ingredients, and larger c|iiantiti. s arc 
distributed to consumers. The increase in volume 
may also be accompanied by an extension of the 
area from which matri'ials are assembled, as well lus 
the area in which the increased production is 
marketed. The number of goods exchanged will 
multiply with increasing specialisation, and rising 

incomes will add to the variety of g(ods that will 

be demanded. In a word, increasing economic 

activity involves, and depends to a hirge extent, 

on increasing mobility.” 


It is obviously necessary to recogms- that a developing 

economy logically involves an expansion of production and 

consumption, and that this must intensify the importance 
of tranWt. Further, in India there is bound to be a 
continuous process of converting more and rnorc of the 
economy into the market economy (as distinguished 
from self-consumption) which in turn would add to tlic needs 
of transport. Finally, planning in India has deliberately 
adopted a policy of increasing emphasis on regional develop- 
ment which will probably change fundamentally the rclativo 
structure of demand for transport. 


3*2 In view of the various considerations ind cated, it 
is generally believed that in a planned economy of the 
type we have in India, it is both necessary and desirable to 
avoid a close balancing between transport requirements and 
provision of transport services, and, a margin should be 
provided to jier.mit of adjustment to the concept of a 
mixed economy. Logically, therefore, transport facilities 
planned, should be somewhat in excess of the requirements 
anticipated. This view was recognised by the Indian 
Railway Freight Structure Enquiry Committee (1955-57) who 
observed. 


*'In an ordinary taissez faire economy, the failure to 
provide in time adequate transport may not be 
as disastrous as in a planned economy, which 
involves rationing of resources and dovetailing of 
one part of the economy with the other by the 
planners. This fine balancing is the very heart of 
planned economy. Ordinary forces of competition 
and entrepreneurial speculation, which is at once 
the price paid for and the self-acting corrective of 
free economies, may no longer have full jilay. In 
view, however, of the fact that the j)rivatc seettr 
will have an imporUint place in the cconomv, the 
aim should be to provide adequate transport as 
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quickly as possible with a reasonable margin, so 
tliat, in the ])lanned progress of the country, trans- 
port is not allowed to lag behind present and future 
development. The resources employed in providing 
some cushion in transport capacity should not be 
considered as wastage and should really be treated 
as an insurance against transport bottlenecks 
and an inducement to enterprise.’" 

The committee on Transport Policy and Co-ordination, 
known as tl\e Ncogy Committee, attempted certain forecasts 
of traffic demands in India by making future projections of 
traffic on the basis of past trends in the relationship between 
traffic, national income, and, industrial and agricultural 
production. It is, however, doubtful how far the approach 
adopted was likely to provide satisfactory results, for as has 

been pointed out rightly in the Third Five Year Plan (see 
para 2*6 above) the “uncertain” factors are too many to per- 
mit of any close correlationship being established with evid- 
ence culled from past trends. This is further illustrated by 
the fact of large scale transport shortages in the beginning oi 
the third plan period even though the Third Plan 
provision for a somewhat higher transport capacity per un 
of production than the Second Plan; yet, inspite of th 
larger provision it has been recogniseds* that 
a general shortage of transport in the country, which is liKe y 

to continue for some time ” 


4. Regional Development in relation to 
Trade and Transport 

4'1 Even though planning in India is a national proc^^ 

it has specifically recognised as one of its major 
development of different parts of the country with exte^ion 
of the benefits of economic progress to l^l^^dess de^lop^^ 
regions so as to achieve widespread diffusion of 

clear that such a policy must lead to It 

quantum of trade for a g'^cn quantum of production^ 

must also lead to a larger pressure on follow 

haulage and multiple movements must «^loKcas 
unless! as in the U. S. S. R the rela ively undeveloped ar 

are also sources of raw material and fuel. h ” „ 

removing the uneveness of he adop- 

concept of wider economic policy, and, will h^tt transport for 

ted even when it makes now 

transport is a means, not an end in itself. Since 


80. Soo rrelimlnary Report pp 116-118 & Appendix 21. 

81. Third Five Year Plan, p. C40. 
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production units cannot always be built closer to sour( t-s (,f 
raw materials and the ccMitros of consumption, cross-hauls, 
multiple movements and long leads cannot be avoided comp- 
letely, but the strain that such dispersal of industries may imt 
on the transport system of the country and the larger inves- 
ment tliat may consequently be required may be more than 
made good by taking advantage of other important feetors 
such as labour supply or existing social capital, to say 
nothing of the non-mcasurablc advantages of comprehensive 
economic development and increases in aggregate welfare. 


4*2 Balanced regional development, involving as it doc s 
dispersal of industrial location is not necessarily inconsistent 
with the objective of a high and sustained rate of growth for 
India is a large country with extensive natural resources. 
Further, economic growth of underdeveloped areas often 
creates for itself its own market through rising incomes. 


4'3 Approach to Balanced Regional Development in India 
in the Five Year Plans. The approach to balanced regional 
development in the country was set out in the Second Five 
Year Plan as follows : 


"In any comprehensive plan of development, it is 
axiomatic that the special needs of the less dcvclopc<l 
areas should receive due attention. The pattern of 
investment must be so devised as to lead to balanced 

regional development The problem has to bo 

approached in a variety of ways. In tbe first place 
the National Development Council has recommended 
programmes for setting up decentralised industrial 
production. Secondly, it has been suggested that 
in the location of new enterprises whether public or 
private, consideration should be given to the need 
for developing a balanced economy for different 
parts of the country. Some industries have to be 
located in particular areas in view of the availability 
of tbe necessary raw materials or other natural 
resources. But, there are other industries in regard 
to the location of which, on economic considera- 
tions, there is a field of choice. Often, the disadvau* 
tages of comparative cost arc only a reflection of 
the lack of basic development. Once this is taken 
in hand, the initial handicaps progressively disa* 
ppear. A wide diffusion of development nuclcii is 
essential from this point of view. Thirdly, steps 
have to be taken to promote greater mobility of 

labour between different parts of the country, and 

to organise schemes of migration and settlement 



192 


SOME ASPECTS OF IndIaN ECONOMIC^ 


from more to less densely populated areas. The 
National Development Council recommended that 
there should be continuous study of the problem ot 
diminishing regional disparities and a suitable set 
of indicators for regional development evolved 

(quoted from the Second Five Year Plan— pages 36-37) 

The Second Five Year Plan embodied the following 
main policies and programmes to promote regional growth : 

(1) priority to be given to programmes like agriculture, 
community development, irrigation, specially 
irrigation, local development works, etc. which 
Spread over the entire area within the shortest 

possible timel 

(2) provision of facilities such as power, water supply* 

transport and communnications, training institu- 
tions etc. in areas which were lagging behind^indust- 
rially or where there was greater need for provid- 
ing opportunities for employment; 

(3) iirogrammes for the expansion of village and small 
industries; 

(4) in the location of new enterprises, whether 

private, consideration be given to the n^d for 

developing a balanced economy in different parts ol 
the country. In particular, this aspect “e 

kept in view where the location of an 
not determined almost entirely by the availability 

of raw materials or other natural resources. 

(quoted from the Third Five Year Plan, pages 142-144) 

4-4 The Third Five Year Plan also embodies this appr- 
oach to balanced regional development. According to 

‘■Balanced development of different parts of the 
country, extension of the beneffts of economo 
progreL to the less developed regions and wi 
Lrwd diffusion of industry arc among the maj 

nf iilanned development. Successive Five 

Cr Plans "eek to realis"; these aims in larger 
measure.** 

4-6 Referring to the need for decentralisation in indue- 

:;tr£ rs “ 



TKADE AND TlUNSrollT 


193 


iii'luftrics in such areas cannot, ot course, he ruled 
out if it leads to ‘.'reatcr economies in jirodiiction. 
Similarly, as far as possible, care must- be taken to 
set uj) new industries a way from large and conges- 
ted cities." 


Some of tlie main programmes eontemiilated for achieve- 
ing balanced regioiial development are broadly referred to in 
tlic Third Plan as follows : 


"The growth ])otentinl of each region should be 
fu lly developed, but the preei.se maniur in whieli 
this goal is achieved and tlie stages of growtli will 
not be identical. Some regional faetors, such as 
those connected with ])hysical features and geogra- 
phical location, cannot be easily altered, but there 
arc others which can be influenced by raising levels 
of education and skill, developing power and, 
generally, by applying science and teelinologj' on a 
larger scale. Large scale industries, specially basic 
and heavy industries, frequently serve as a spear- 
head of intensive and broad-based developnK*nt. 
However, not all regions can offer equally favour- 
able conditions for the development ofindustry. 
It is also possible to over-estimate the signiflcance 
of tlie location of large iinlustrial units in relation 
to the living standards of the bulk of tlic popula- 
tion." 


4'C According to the Third Plan, some of the most 
important programmes in the Plan fall necessarily within the 
Plans of States. In <lra\ving up these Plana, the broad objec- 
tives have been to enable e<icli State to contribute its best 
towards increasing agricultural production, to secure the 
largest measure of increase in income and employment feasi- 
ble, to develop social and, in ]>articular, elementary education, 
water su])pl 3 ’ and sanitation, and health services in the rural 

areas and to raise the levels of living for the less developed 
areas. 

4 7 The Plan further contemplates the sotting up of 
mdustrial development areas" in backward regions. In such 
regions in selected areas basic facilities like power water 
and commuiiicatiousare to be provided, and factory sites 
cleyclopcd and offered for sale or on long lease to prospective 
entrepreneurs. This scheme is intended primarily to promote 
medium-sized industries, but it is anticipated that along 
these, there will be wider scope for establishing small- 
scale industries, specially those of an ancillary character 
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5- The Indian Railways. 

5*1 The first railway line was constructed in India more 
than a hundred years ago, primarily on considerations of 
military necessity. The maintenance and expansion ot ^ritish 
authority in India demanded an inexpensive and expiditious 
mode of transport for the movement of troops and military 
equipment. The exploitation of the natural resources of the 
country to assist the expansion of British industrial produc- 
tion was also an additional consideration. Whatever may 
have been the origin, the railways gradually came to be 
symbolised with the growth of trade and commerce, and, nave 
been the most important single instrument of national econo- 
mic integration and development. 

5*2 Initially the railways were company-managed with 
generous guarantee from Government of return on ^ 
invested. The system, however, entered on its 
tionary phase with the report of the Acworth Committee after 
the first World War who advocated fadu^l adoption o 

a policy of State enterprise in the field of 

expansion. The first steps in this direction " orronije- 
192.5 wilh the termination of the ' 

but the final phase of nationalisation nas f 

1944 when the last managing agency system ^‘"^'“ed 

The process of nationalisation J"‘'^/San 

only after independence, when ‘he integration of the Inai 

of th^giVing of financial guarantees 

enterprise. It began with the g of railway 

to the companies ° ernent, with an intervening 

lines, and ended with direct j;-pptlv construciing and 

period when Government --e d-cUy ^constr^ 

administering a part of the r y y 

the private companies. 

5-3 Social Aspects of Railway JtVing\e7nd«^ 

to recognise that even though * ^ regard the Indian 

trial undertaking, it would be a mistake to^rega^r^ 
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interests of the various regions in the country and hy tlie 
necessity, often unavoidable, of using the railways for fur- 
thering social, political and strategic purposes froni tunc to 
time. The railways, therefore, have certain social obligations 
for though a commercial concern, they are hardly a commer- 
cial concern in the conventional and narrow sense. Broadly 
speaking, the railways are expected to achieve many things, 
commercial and non-commercial, some of wliich arc not always 
consistent with one another. Thus, the Indian Railways 
are today expected to : 

(1) make sizeable contributions to the resources of the 

Third Plan, by providing a certain portion of the 
finance for their development ; 

(2) undertake a definite obligation to make contribu- 

tions to the General Revenues, the terms of which 
arc to be prescribed by the Railway Conventions 
Committee ; 

(3) assist, through appropriate differential rating system, 

certain lines of trade and certain economic objec- 
tives desired to be pursued by Government in tlic 
national interest, e.g., cheap movement of food- 
grains, coal and other raw materials ; 

(4) avoid any personal preference or discrimination, 

for the Railway Act enjoins that 

“whenever it is shown that a railway administra- 
tion charges one trader or a class of traders or the 
traders in any local area lower rates for the same 
or similar animals or goods, or lower rates for the 
same or similar services, than it charges to other 
traders or classes of traders, or to the traders in 
another local area, the burden of proving that such 
lower charge does not amount to an undue pre- 
ference shall lie on the railway administration” ; 

(5) discharge the obligations of a common carrier which 

involves 

(a) the obligation to carry traffic that may bo 

offered, and 

(b) liability for claims for compensation ; 

(6) provide uneconomic lines as links to “civilization”, 

and, maintain cheaply suburban (or what are 
known as commuter) services in largo cities to 
avoid overcrowding in congested lesidential areas ; 

(7) ensure safety, regularity and reliability of service 

as per scheduled obligations ; and 
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(S) obey Government dircclion, given under Section 
27-A of the Indian Railways Act, to give preference 
to the transport of such goods or class of goods, as 
may be specified by it 

It is apparent that some of the above ‘‘social obliga- 
tions” must necessarily mean financial losses which a purely 

commercial organisation would hardly voluntarily undertake. 
It has, therefore, sometimes been urged that the railways 
should' be freed of such non-commercial obligations, or 
alternativelv, tlie cost of such public service obligations fl^^ 
be reimbursed to them— a view with which many would hnO 

it difficult to agree as long as the railways are State-owneU 

and directly managed by the Government with the Railway 
Board performing the dual functions of the Chief Administra- 
tive Authority of the Indian Railways and the Secretariat 
of the Minister for Railways functioning like any other 
Ministcrv of the Government of India and exercising all the 
powers of the Central Government in respect of regulation, 
construction, maintenance and ciicration of the railways. 

5 4 Review of Rail Performance and progress of Rail 

ways. , . 

5 4-1 Railway remie mileage. It must be frankly 
admitted that the density of railway mileage in India is very 
low, and, compared to some of the advanced g 

world, extremely un.satisfactory. International ^oi I anson 
are apt to be somewhat misleading for basic ol 

terrain, economic prosperity and, even, 

may differ widely from country to country ; but in spite oi 

Zle limitations, the backward stage of railway 

in India is brought out by the comparative fagures given 

blow 
Country 


Per one Kilometre of Railway Track 


Area 

(Square Kilometre) 
50 


Population 
(number of persona) 


12-8 
7‘5 
10-0 
131) 
81 


' 5,000 

277 

1,613 

2.588 

1,075 

1,013 


India 
U. S. A. 

U. K. 

Japan 
France 

WestGernmny - 

Source : Preliminury Report of the Ncogy omiui 
N. B. See also Vol. I, p. il7 

There are many regions in India at 

railways where there would be iirgcn - flm.ncics for 

railway line.s for tlic railways are tlie chief ag 
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iii'oiimt iiig ' 4 ’ni ral cccuioniic ilcvii'ipiU'i'l . 1 li*‘ 

extension of railway mili-ay lias a lso ii«*l. sa ti.'>laftoiy 

since over tlio 10 Yoar period from 1051-52 lo lliOO-Ol, tlie 
total mileage arldcd was only 1200, a sizeable portion ol 
wliich ^^■as on account of the lines which were dismantled 
fhirin" the war but restored under the first two plans. 


Progre.^s of railway mileage 

Year 

Ojien mileage at 

Mileage 


tlic end of the year 

added 

1948-40 

33,801 


1950-51 

34.079 

4-218 

1955-50 

34,735 

-f056 

1950-57 

34,744 

+0 

1957-58 

34,889 

+ 145 

1058-59 

35.081 

+ 192 


Siurc© : Preliminary Report of the Neogy Committee. 


The railwaj' route mileage figures for the whole of India 
hardly gives any adeipiate idea as to regional differences in 
this respeet for obviously it could bo no con.solation to Jammu 
& Kashmir, where there is no railway line, to know that 
India as a whole has nearly 35,000 miles of it. While it 
must be rccognisc<l that equal, or even comparable to area, 
railway route mileage for the different States cannot be a 
deliberately adopted policy for laying railway' lines, existence 
of wide diversity in this respect may react unfavourably on 
the growtli of trade and commerce in the country and may 
even obstruct realisation of the accepted policy of balanced 
regional development. The table given below illustrates the 
State-wise distribution of railway route mileage in India : 


Railway route mileage. 


State 

Broad 

Gauge 

Metre 

Gauge 

Narrow 

Gauge 

Total 

(1) 

(2) 

(3) 

14) 

(5) 

Andhra Pradesh 

1000 

1184 

23 

2807 

Assam 

# « ft 

1088 

ft % # 

1088 

Biliar 

1023 

1221 

79 

2923 

Bombay 

2232 

2692 

1395 

6319 

Kerala 

357 

no 

• • • 

467 

Madhya Pradesh 

2059 

267 

714 

3040 

Madras 

520 

1684 

• • * 

2204 

Mysore 

300 

1281 

96 

1677 

Orissa 

734 

• • » 

104 

838 

Punjab 

1006 

510 

140 

2316 

Rajasthan 

404 

2783 

54 

3241 
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(1) 

(2) 

(3) 

(I) 

(6) 

Uttar Pradesh 

3214 

2045 

2 

5261 

West Bengal 

1375 

424 

107 

1906 

Union Territories 

58 

16 

21 

95 

All-India (Total) 

16142 

15305 

2735 

34182 


N. B. Figures as on diet March 1956 
Source : Second Finance Commission Report. 

Subsequent comparable figures are a little difficult to 
construct due to the increasing trend of railway statistics to 
give only All-India and zonal figures ; but the relative 
position could hardly have changed very much as the total 
new mileage added since 1956 was only about 650 
and, as, apart from the bifurcation of Bombay and the 
formation of the States of Maharashtra and Gujerat, there 
have been no significant readjustments of State boundaries. 

5-4-2 Cayiial Structure. Investment: At the end of 
March, 1960 the total investment on all railways in India, 
including non-government railways and lines under cons ruo* 
tion, from capital (loan account) as well as railways own 
resources, amounted to Rs. 17,39-12 crores of w ic • 
17,32*65 crores represented the investment on Government 
Railways, financed from different sources as under . 

Provisional figures of total investment on Indian Govern- 
ment Railways from different sources. 

As on Slst As on 31st 
March 1959* March 1960t 
(Rupees in lakhs) 


Capital-at-Chargc (loan account inclusive 
of premia paid on the purchase 
certain Companies’ Railways). . . . U,ob,oJ 

Depreciation Reseve Fund (on improve- 

ment of assets replaced) .... , os* 

Development Fund 63*21* 

Revenue . • . . . . • ■ — 

Xntjil investment . . • lD,ii,io 


14.32,28 

82,85 

1,43,08 

74,44 

17,32,65 


‘Kevised figures. tProvisionsl figures. 

The balance of Rs. 6-47 crores was the capital raised y 

m « • . * A 1. - 


companies and district boards. 


31st March, 1959. . 

Tl.e investment on 

year 19.59-60 amounted to Rs. Ub crorea « 


TRADE AND TRANSDORT 


190 


Capital (loiui account) .... 

Depreciation Reserve Fund (on improvement 

of assets replaced) ..... 

Development Fund . . . . • 

Revenue 

Total 

Source : C.S.O. 

♦Provisional figures. 

The capital outlay on non- Government Railways during 
1959-60 was Rs. 16-32 lakhs only. 

5*4-3 Goods Traffic Carried. Much of the trade of a 
country follows from mobility and transportation, for the 
proportion of production that is consumed locally t.c, \yithout 
involving any movement through rail or other long-distanco 
means of traffic is generally extremely small. It is, of course, 
true that in India a fairly large part of the agricultural 
produce is carried from the cultivator’s lands to the nearest 
mandi in bullock carts, so that a part of this trade is 
obviously not covered by statistics (such as is available in 
our country) of traffic carried through organised means of 
transport. It has been pointed out earlier that data relating 
to railway traffic alone is fairly comprehensively available, 
and, as the railways are indisputably the major carriers in 
the country, the quantities moved by rail of the different 
commodities is generally connected directly with the 
amounts of their internal production. In some cases, however, 
imports and exports have important bearings on rail 
movement. In the case of foodgrains, for instance, large 
imports under the American P.L. 480 Aid make the demand 
for movement heavy. The movement of metallic ores is 
substantially influenced by export demands, quite apart from 
the direct effect of the growth of ore-consuming industries 
within the country, t.e, in this case the extent of rail 
movement would be greater than that indicated by the 
expansion of the steel industry and non-ferrous industries 
within the country. Similarly, in the case of oilseeds, 
rail-movement is affected more by export demands than by its 
internal trade. It is also necessary to recognise that for 
many commodities, e.g. cement, sugar, paper, iron and steel 
etc, the process of retail distribution makes for cross move- 
ments, involving double or even treble carriage by rail. The 
location of an industry has an important effect on demands 
for rail transportation, for if the consuming industry is 
located near the raw-material source, as for instance sugar 
and sugarcane, only a small percentage of the raw material 


(Pv^j. ill InUhs) 

71.69 

10,84* 

24.12* 

11 , 20 * 

1 , 2 ' 0 ,^ 
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\\oiik\ move \<y rail. Ihe factors dctcruiining the 
quantum of movement by rail for any particular 
commodity are, therefore, complex and varied, and, no 
simple correlation between production, rail-movement and 
trade can bo easily established. It is, however, still impor- 
tant to study the pattern of rail movement, partly with a 
view to understanding whether rail freight traffic has kept 
pace with the increasing industrial and agricultural produc- 
tion, but mainly as providing the basic indicators for 
planning railway expansion and investment policy a 
expansion of road transport and other means of transport. 
The past trends in the realm of rail movement have been 
analysed below : — 


TABLE I 

Statement showing production, imports and rail- 
movement of principal commodities during 

the Second Plan period. 


(Figures in 000 tons) 


Commodity 


1956-57 1957-58 1958 59 1959-60 1960-61 



1. Coal 

(a) Production 39,434 

(b) Rail Move- 
ment 38,158 

%of(b)to(a) 96-8 

2. Cement 

(a) Production 4,929 

(b) Rail Move- 
ment 4,291 

%of (b) to (a) 87'1 

3. Iron & Steel 

(a) Production and 

Imports 3,037 

(b) Rail Move- 
ment 4,237 

%of (b) to (a) 117'0 

4. Iron & other ores 

(a) Production 5,744 

(b) Rail Move- 
ment 4,630 

%of(b)to(a) 80'7 


43,500 

45,300 

47,028 

53,000 

40,518 

931 

43.252 

95-9 

44,616 

94-9 

49,847 

94-05 

5.602 

6,062 

6,828 

7,750 

5,077 

90-6 

6,012 

82-7 

6,058 

88-7 

6,762 

87-12 

3,402 

2,971 

3,704 

3.704* 

4,861 

142-9 

5.595 

188-3 

6,602 

178-2 

6,602* 

178-2 

5,973 

6.723 

8.677 

12,500 

5,351 

89-0 

5.807 

8G-4 

8,658 

98-6 

10,589 

83-2 


Manganese ere 
(a) Production 


1,687 1.650 1,200 1,168 1.800 


TRADR AXn TR\X«rnT>T 



(i) 

111) 

l3) 

(1) 

('•) 

CO 

(I>) Kail Movo- 

1,(547 

1,020 

974 

1.17:1 

1 > \ i k ■ 1 

1 .080 
93-35 

"J, of (1>) to (a) 

07-0 

98*2 

SI -2 

biO-4 

6. Fooflgrains 






(a) Prodiietinn and 



70,073 

m ^ V fi^ 


Tinnorts 

/(‘.KbS 

00,091 ‘ 

1 / 

i 

12.287* 

M 

(b) Kail Movement 


1 1,(»70 

11.915 

12,287 

V y 4 A ^ 

% of (b) to (a) 

i:is(i 

10-70 

15-58 

!()-:) 

1 (i .> 

7. Oilseeds 





0,992 

(a) Profbietion 

(b) Rail Move- 

0,1 7() 

o.or.i 

0,919 

0,352 

1,107 

1.890 

ment 

10,42 

1,041 

1.497 

0;, of (b) to (a) 

2(1-51) 

27- 1 

21-0 

23-1 

27-03 

8. Sugar Cano 





75,038* 

(a) Production ' 

(b) Rail Move- 

00,908 

08.019 

70,450 

75.038 

3.141* 

ment 

3.712 

3,324 

2,027 

3,141 

% of (b) to (a) 

5- .->4 

4-Sl) 

3-73 

4-18 

4-18 

0. Sugar 





2,450 

(a) Production 

(b) Rail Move- 

2,008 

1 .957 

1,918 

2,410 

1.847 

ment 

1,530 

1.510 

1.3S2 

1,354 

% of (b) to (a) 

70-49 

77-40 

72-05 

50-2 

75-39 

10. Raw Cotton 






(a) Production and 






Imports 
(b) Rail Move- 

900 

914 

892 

782 

941 

ment 

703 

GRO 

541 

53 1 

709 

% of (b) to (a) 

84’8 

8P7 

02-47 

07-9 

75-32 

II. Cotton Manufaoture.s 





(a) Production 

(b) Rail Move- 

736 

770 

727 

738 

745 

ment 

482 

484 

430 

394 

470 

% of (b to (a) 

65-5 

02-9 

59-1 

53-4 

(i3-15 

12. Jute Raw 






(a) Production 

(b) Rail Move- 

706 

724 

925 

894 

914 

ment 

720 

088 

728 

799 

802 

% of (b) to (a) 

940 

95-0 

78-7 

89-4 

85-0 

13. tTutc Mamifncturcs 





(a) Profluctiou 

(b) Rail Movc- 

1,093 

1,030 

1.002 

1,051 

1,100 

mcjit 

209 

259 

201 

253 

277 

% of (b) to (a) 

24-01 

25-15 

24-58 

24 07 

25- 10 

11. Salt 






(a) Production 

3,205 

3,020 

4,135 

3,128 

4.400 
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(1) 

(2) 

(3) 

(4) 

(3) 

(6) 

(b) Rail Move- 






ment 

1,715 

1,880 

1,781 

1,952 

2,313 

% of (b) to (a) 

62-53 

51-83 

43-07 

62-4 

52-56 

16. Tea 






(a) Production 

(b) Rail Move- 

298 

303 

316 

316 

324 

ment 

274 

297 

285 

260 

304 

% of (b' to (a) 

91-95 

98-00 

90-2 

82-3 

93-9 

16. Paper & Paper Board 





(a) Production and 
Imports 

(b) Rail Move- 

323 

333 

332 

366 

360 

ment 

261 

306 

364 

411 

310 

% of (b) to (a) 

82-5 

92-0 

109-6 

89 1 

86-24 

Total for 16 Commodities 





(a) Production 2,08,228 2,11,786 2,26,611 2,34,037 2,47,605 

(b) Rail Move- 





99.820 

ment 

73,968 

79,578 

82,663 

89.856 

% of (b)to (a) 

36-52 

37-67 

36-48 

38-39 

40-3 


•The figures for 1960-61 have been assumed to be the same as in 
1059-60. 

Source : A Review of the Performance of Indian Government 
Railways — issued by the Railway Board. 

On the basis of Table I, one could construct an index 
showing the trends in the past between production and 
rail-movement. This is shown below:— 


TABLE II 

Statement showing Index of increase in Production 
and Rail Movement of a few Principal Com- 
modities during Second Pla n period 

Commodity 1956-57 1957-68 1958-59 1959-60 1960-fll 

(Base^lOO) 


( 1 ) (?) 

1. Coal— 

Production 100 
Rail Movement 100 

2. Cement — 

Produttion 100 
Rail Movement 100 

3. Iron & Steel — 
Production 100 


(3) 

(4) 

(5) 

(6) 

110-3 

106-2 

114-9 

113-3 

119-3 

116-9 

134-4 

130-6 

113-7 

118-3 

123-0 

116-8 

138-6 

141-2 

167-2 

167-4 

93-6 

81-7 

101-8 

101-8 
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— 

(1) 


(:t) 

(4) 

(5) 

( 0 )_ 


Rail Movement 

100 

114 7 

132-1 

155-8 

150'S 

4. 

Iron & other oref 




1511 

217-6 

Production 

100 

1040 

117-0 


Rail Movement 

100 

115-6 

125-4 

184*8 

228-7 

5. 

Manganese — 
Production 

100 

97-8 

711 

09-2 

106-7 


Rail Movement 

100 

98-4 

59-1 

71-2 

102-0 

6. 

Foodgrains — 
Production 

100 

94-2 

109-3 

107-7 

107-7 

7. 

Rail Movement 
Oilseeds — 

IflO 

114*4 

123*3 

126*9 

120-9 

113-2 

Production 

100 

98-0 

112-0 

102*8 


Rail Movement 

100 

100-0 

91-2 

89-3 

1151 

8. Sucar Cane — 




112*0 

112-0 


Production 

100 

101-5 

105-2 


Rail Movement 

100 

89-6 

70*8 

84-6 

84-6 

9. Sugar — 





122*0 


Production 

100 

97*5 

95-5 

120-0 


Rail Movement 

100 

98-7 

90’0 

H8-2 

122-3 

10. 

Raw Cotton— 
Production and 
imports 

100 

94 6 

92-3 

81-0 

97-4 


Rail Movement 

100 

96-7 

770 

75-5 

100 0 

11, 

Cotton Manufactures — 




101-2 


Production 

100 

104*6 

98*8 

100-3 


Rail Movement 

100 

• 100*4 

89*2 

81-7 

97-5 


The above can now be used for estimating the possible 
future relationship between the two — subject, of course, to 
the limitations pointed out earlier, and, by applying the 
ratio between the two indices to the targets of production 
in the Third Plan one can make rough (but perhaps not too 
satisfactory) estimates of fu'ure trends of rail movement. 

(TABLE III) 

Statement sho\ving Production Targets in 1965-69; Increases 
in Production and Rail Movementduring the Second Plan, 
and Estimates of Rail Movement in 1965-66. 

Frixiuctioa Incroaso Inoroaso Indoz of Tonnage of 
targeU in in produc- in rail production of rail 
1965-66 lion in movement in 1965-66 movement 
Commodity (000 tone) 1960-61 with for 1960-61 with 1656-67 for 1965-66 

1056-57 es with 1956-57 os baeo (000 tons) 
bases 100 os base— t 

100 " 

- <^) (2) (3) (4) (5) (6) 

1. Coal 97,000 134*4 130*6 246*0 91,767 

i. Cement 13,000 167-2 157*4 263-7 11,368 
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(1) 

(2) 

C!) 

(1) 

(J) 

(6) 

3. Iron & Steel* 

y,400 

101*8 

1558 

258*5 

16,784 

4. Iron & othcrl 






ores 1 

,30,000 

217-6 

228-7 T 

, 403*7 

> 27,723 

5. Manganese f 


lOG-7 

102*0 J 

J 


ores I 






r» Foodiraiiib* 105.400 

107*8 

126*9 

150*2 

17,083 

7 Oilseeds 

y.80o 

113*2 

115-1 

158-7 

3,012 

ft Rnear Cane 100.000 

112-0 

84-6 

149-3 

4,206 

0 iSu2iir 

3,500 

122*0 

120-3 

174*3 

3,042 

10. Cotton 

1,361 

97-41 

100-83 

141*0 

1,032 

11. Cotton Manu- 






factures 

1,300 

101-2 

97*51 

168*0 

786 

12. Jute Raw 

1,528 

123*0 

111*4 

199*5 

1,300 

13. Jute Manufac 
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1,300 

100-0 

102*97 

118*9 

V ^ A V 49 

14 Salt 

5,400 

134*8 

134*9 

165-4 

2,830 

15. Tea 

402 

108*7 

111*0 

134*9 

377 

16. Paper and 
Paper Boards 

772 

111*5 

111-6 

239*0 

644 

182.280 

Total : 380.163 

Estimates forgeneral goods 

71,900 
254.18 0 


Coi3^~100 ^ bttso year i.e. 1950-57. 

It is not claimed that the above analysis gives substan- 
tially better results than '"Jhlugl^one' must 

5-5 National Finances and the Railways making 

Railways arc at fe^urLs of the country. 

Reviewing the it might be 

Commission^* n^oductivc enterprise of the 

said, the Railways have nt^-ibution to the strength of 

first'order; apart from a steady, though 

rdeTtrrp\mrru^^^^^^ 

V2. Voll. p l74: 
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( lil Jis. kilM ) 


Yea r 

Rev(-mic Receipt of the Centre 
from Railway.^ (not) 

lif5(l-5l 

(»,5i) 

1951 -.-,2 

(5,93 

1 l)55-.”iG 

5.h0 

195(5-57 

5.8{) 

l‘I57-5s 

(5 29 

195S-59 

(5.2(5 

195!t-()0 

5.1i;j 

19(50 (>1 

5.00 

(K. E.) 


J9fil.(>2 

21.29 

(B. E.) 



It Would ni pcar tliat \n*lu 19G0-C1, there has been no 
sizeable expansion — ill fact tlicre is a sliglit decline; and, 
considering tlic largo cx])ansion in the total revenues of tlie 
Central Govermmnt, tlie percentage contribution of tlie 
railways has obviously been on the decline.* The railways 
however, arc a comiuercial undertaking and appro})riate 
replacements a ml expansions arc a legitimate expectation 
from its o\mi corning.s. Tlie present arrangements provide 
for 


(i) a Do])r( cintioii Reserve Fund for rcplaceuicnt 
requirements, and 

(ii) a I)cvcloiunt.nt Fun<l for financing all works of an 
unremunerative nature like 

(a ) passenger aiuenitics, 

(b) labour welfare, 

(c) expulsive unrcinunerative operating improve- 

(d) new lines ami projects wbich are necessary 

but unrcinumu'ativ'e. 

So farasreidacemcnts are cunecnied. it would appear 
tliat the radways have carried a heavy backlog of ovcraized 
assets, a large part of whieh were overdue for replacement. 
-Lne result lias been that the contributions made by tlic 
railways to tlie l)e]*ivciation Reserve Fund have nroved 
inadequate for provi.Hug fully for the replacement reoiiire- 
ments at thcMirevaibng high pri(a-s. ancl. Urn balance in the 
tund has been continuously on the deeline. It would appear 

if these trends continue, tliat the I»alance in the fund which 

•Sec Vol I, p. 372. 
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^vas Rs. 100-69 crores on 1st April 1955, and which was 
reduced to practically an insigniEcant amount at the begin- 
ning of the Third Five Year Plan, would hardly be available 
for drawing upon with the result that current replacements 
mav have U) be wholly financed out of current appropriations. 
The position regarding the Development Fund 
identical and withdrawals have been much h gher than 
anpropriations so that the railways had to resort to loan 
from General Revenues to the extent indicated below to meet 

their commitments ; 

1958- 59 Rs. 10.98 crores 

1959- 60 Rs. 14.85 

1960- 61 Rs- •• 

It is obvious that these trends arc not as to 

fore expresses the hope that prima the 

r 

countries." 

5-6 Railway Finances-A Snmmary^of Trends.^^ 


Item 1950- 1955' 

51 56 


( 1 ) 


( 2 ) ( 3 ) 


1957 

68 


( 4 ) 


1969 

60 


I960- 

61 

(M) 
(6) 


1961- 

62 

(^) 

( 7 ) 


1. Capital 

charge- 827 04 968-98 1.222-44 1.432-28 1.B59-37 1.740-19 

2. Gross 

263-01 316-29 379 78 422 34 458 00 49902 

215-45 265-95 321 99 347 78 387 31 412 54 

4 Net 

47-56 50-34 57-78 7456 7069 86-48 

5. Dividend 54.43 5666 7T84 

to General 32-51 36 12 44 4U 

Revenues, 

r: ^ -- I 7 tho Committee on 

83 p r,ll ; SCO also Preliminary of ‘ 

Transport Policy and Coordination, Cb. I.\- 
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(1) 

(2) 

(3) 

(4) 

(5) 

(0) 

(7) 

of which con 
tribution in 
excess of 
interest 







charges 

6. Surplus 

6 50 

5 -SO 

6-29 

5.72 

5-Cl 

N.A. 

(4—5) 

7. Appropria- 
tions to 
(a) Develop- 

1505 

14-22 

13-38 

20-13 

14-03 

8-64 

ment 







Fund 
(b) Reve- 

1000 

708 

13-38 

20-13 

14*03 

8-G4 

nue Re- 
serve 
fund 

5*05 

714 






Sourco j Reserve Bank of India. 

It may be pointed out that the sharp rise in the contri- 

butioii to General Revenues in 1961-62 is mainly on account 
of the payment of Rs. 12-5 crores in lieu of tax on Railway 

passenger fares®* and partly on account of the higher rate of 

dividend payable from 1961-62 onwards— the rate havine 
been rais'.d from 4 percent on the capital at charge to Rs. 4-25 


6. Roads and Road Transport. 

of c on, Hlutional position . The earlier Government 

of iXn^ Historically, therefore, the sphere 

01 innuonce of the State Governments in recard to roatU u nv* 

afte^h d‘^'' d" C-stitution of India'was proZlUed 
nmwT^ ® p ‘highways’ declared by or 

Tn I 1 V- national highwavs^are 

Sc tit n"'”" of I of ‘he S^veith 

bcherlulc. The Union Government are, therefore resnonsihlft 
havo^to maintenance of such highways, and 

an^maitentr f fo^ ‘he developmet 

and maintenane of highways declared to be national hirrh. 

'ays under a Law enacted by Parliament in fn ^ 

mechanised road transport is concernT t U t\t" 

Concuramt List being ftem 36 of List III of th ^Seventh Se ht 

LisVlicJwitrth^fsL^p^^^^ for subjects in the Concurrent 

testate Governments, except that Article 73 

S^e^^Koport of the Third Financo (196!) Commission paras 
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of tl.c ronslitution lays down that the Union Govemmcnt has 
( xccntive powers in respect of all matters in the Concur ent 
List only if this is expressly provided for in the Constitution 
o iTny law made hy Parliament In regard to road tran. 

, .1 , rests at present with the btatc 

though, in 

ireneral, road transporns uxc.usive.j, 

of he State Government, interstate transport would be a 
ir h tbe .esimnsibility of the Central Government nt vjew 
h cmtrv No. 4 2 of List I of the Seventh Schedule which mahes 

•'Inter-State Trade and Commerce” a Union 
view is based on the theory that the term 

wide connotation and includes transport and 0"'"”'“’''“'"°,' J 

Whatever may be the legal position Y^r Plan “ it 

„f availibility of resourcc.s for ‘'‘^Jhird Five Tear , 

has been frankly ‘‘'^knowledged that A , a t 

road eon,struction programme falls nahin lm^^^ 

^:::i5aSr ■ pi^^idetlirif 5 

e.vistiiig National Highways system. Govern- 

■S: T? ssst ':rrr;? 

;s;l "bl-P- 

0-2 Road Development in India. i, need on a 20 year 

l^rograinmcs in the last as^far back as 1943* 

road dcv( lopmcnt propimmc the 'Nagpur Plan, 

The 1043 programme, kiiowii con ly^ 123,000 miles of 

envisaged completion °of unsurfaeed roads as 

surfaced roads and While it is true that for 

aimlied to post-partition ?n the Nagpur Plan 

India as a whole the in the 

have been exceeded, the po»ai dees it seem that the 

different States is not uniform, i,.Qst in some of the 

existing length V. 

more “®',id ecoromic development. It is 

•;LrS;';;s i 

oOicient marketability which, 1 1 'r*. the link between the 

Co-ordination, p. 

;%„’VaTch. 1, Table =3 for SlalewLo Grow... of »or «co 

roaiis. 
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hkhways parallel to the railways, are tlie roads that link the 
pHmar;’ producer to the rail-liead which caters to Ion«-d.stance 
urban markets. Roads are the media through which progress 
can be brought to the interior, and, the mobility provided by 
the roads assists in a general raising of living standards 
economic, social and cultural. It is a mistake— at least, a 
narrow short-sighted view— to link the cxiciit of surfaced 
roads either to the number of vehicles available or to the 
volume of production, for such approaches neglect the wider 
values of providing links between developed and uii-developcd 
areas. It is necessary to recognise that : 


(i) the wider the geographical area and tiie greater tlio 
variety of resource endowments in various regions, 
the greater is the need for good communication for 
bringing together the wealth of tlic (liflerciit parts 
of th° country to promote economic development. 
In short, the wider the locational discrepancy in 
resource endowment in a country, the greater is the 
need for transportation ; 

(ii) the more agricultural an area, the greater is the 
need for a net-work of roads to link tlic small 
producer to the organised markets, for rail-link can 
generally bene6t only organised industries ; 

(iii) economic development, road communications and 
the extension of transport net-work are mutually 
inter-dependent for communication widens the 
market, provides economies that generate a process 
of economic development which in turn stimulates 
the need for a more extensive transport system. 

The road mileage position in India in relation to area or 
population is extremely unsatisfactory, and, compared to the 
more advanced countries of the world, indicates a level which 
is perhaps lower than would be justified even by the deviation 
of our per capita national income from those of the other 
countries. The table given on next page attempts a study of 
international comparisons* (which, it may be pointed out, 
must be taken with caution in view of the many difficulties in 
such comparisons) : — 


* Sue Vol I. p. 115. 
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Road Mileage 

Per Capita 

Country 

Per 100 sq. miles 
of area 

Per one Lakh 
of populalion' 

Income 

in 

U.S. Dollars 

(1) 


(2) 

(3) 

(4) 

India 

France 

Germany (West) 
Italy 

Japan 

U.K. 

U.S.A. 

26 

338 

169 

106 

63 

216 

114 

85 

1,630 

314 

256 

100 

382 

2.018 

63 

869 

1,006 

454 

299 

1,083 

2,311 


It is obvious that there is a great need 
of road mileage in the ^ The All Mia 

:rT:Tr;:T;;Lsr.%f x-sx 

sE xxxr 

"""'laxir. -.rsrxtri k? = s 

ct .k. .k".. wp' 

missing bridges are to be provide , 
l a mpfAllcd reads arc to be 

rEik- to k»., .r.«. i 

rural roads should be improved to 

The toUil mileage Jj'fj.ced *^roadf and 406,000 

of 1981 is 252.000 miles of suriaceu 


(b) 

(c) 

(c) 

(f) 


improved to 

fair-weather 


• Soe, Vol. I, p- 
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mile-sofunsurfaccil roads. The Third Plan includes as cost 
of tlie road development programmes a sum of about Jls. 324 
crores of which Rs. 244 crores are in the State sector and tlio 
balance of Rs. 80 crores are in the Central sector. The 
pIanDC<l development since 1950-51 is indicated below . 

Roads : Surfaced, including National Highways 


1950-51 

1955-50 

19GO-01 

1905-00 


(000 miles) 

97-5 
122 0 

144 0 (provisional) 
169*0 (target) 


The above growth indicates a 48% increase in 1900-GI 
over 1950-51, and, an estimated increase of 17% in 1905-00 
over 1900-01. It would seem that the expansion provided 
would hardly be adequate for the enormous expansion of 
internal trade envisaged in the Third Plan. Further, it hay 
been pointed out earlier that wide regional disparities in the 
matter of road-availability is a source of weakness for the 
economy as a whole and that in assessing the significance of 
the availability of road facilities one must take into account 
such factors as the area, the population, the state of present 
development of the region concerned, the type of production 
(i.e. agricultural or industrial) that is required to be marketed, 
the plans for location of new industrial units and the 
expansion in the State Income expected.* It is, therefore, not 
enough merely to take consolation in the estimate that at the 
end of the Third Five Year Plan India would have 52 miles of 
roads ]icr 100 Sq. miles of area as against about 30 miles at 
the end of the Second Plan, for in its effect on trade and 
commerce, it is not the All-India average growth wliich is 
important hut the growth in each SUitc as compared to its 
requirements. 

6*4 Regional Disparities in Road Facility. An integrated 
and rapid economic development requires a well-knit road 
system with adequate road mileage in each State. A high 
national average is an illusory index of strength in the matter 
of road mileage for adequacy must be in relation to needs in 
each area, primarily in terms of total geographical area and 
secondarily in terms of volume of trade and commerce 
generated. The table given on next page indicates the inter- 
state disparity in regard to road development : — 


• Soo Vol. I, pp. 124-7-125 


S12 


SOME aspects of INOIAN ECONOMICS 


State 


( 1 ) 


Area 

in 

Sq. Km. 

Length of 
National 
Highway 
in Km. 

Length of State 
Roads in Km. 

'Metalled Kachcha 

(2) 

(3) 

(4) (5) 


I. Andhra 

Pradesh 274.674 (5) 

2. Assam 219,888 (7) 

3. Bihar 174.043 (9) 

4. Bombay 494,788 (1) 

5. Jammu & 

Kashmir 228.802 (6) 

6. Kerala 38,858 (14) 

7. Madhya 

Pradesh 443,434 ( ’^) 

8. Madras 129.812(11) 

9. Mysore 191,976 (8) 
10. Orissa 155,819 (10) 

II. Punjab 121,974 (12) 

12. Rajas- 

than 342,268 (3) 

13. Uttar 

Pradesh 293,840 (4) 

14. West 

Bengal 87.873 (13) 


2,173 (4) 
1,163(10) 
1,321 (7) 
3,474 (1) 

644 (13) 
404 (14) 

2,216 (3) 
1,659 (5) 
858 (11) 
1,369 (6) 
1,225 (8) 

697 (12) 

2,250 (2) 


25,471 (4) 
1.689 (13) 
10,295 (8) 
30,876 (1) 

961 (14) 
8,669 (10) 

17,853 (6) 
26,775 (2) 
25,978 (3) 
5,740 (12) 
7,908 (11) 


21,746(10) 
25,450 (7) 
54,666 (2) 
35,331 (4) 

7,187 (14) 
9,563 (13) 

18.546 (11) 
17,561 (12) 
31.163 (6) 
22,664 (9) 
22.808 (8) 


12,269 (7) 33,824 (5) 
18,453 (5) 67,218 (1) 

1 196 (9) 9. 266 (9) 35.35 6__^ 

O I It/ ^ ^ f -gv 

Source : P' **• 

N B 1 Ficures as on 31- 3. 1959. 

2. Figures in brackets indicate ranking. 

Tt is apparent from the table given ^^ove 

of road development bears If in addition, 

need of a State as expressed in the results 

population* of the State is taken into account 
^ould appear to indieate a more paradoxieal situation. 

i™tlie economy, of the ^^eks beeame fairly larg^ 

commercial vehicles, i.c. then th 

This did not happen till about 1 92^^. niodciate tiH 

tirowth of the road haulage flee - Second World 

ir ■ .:rr rtt r s 

“ * See Table No. 23 in para 25 1, Ch. I, Vol I. 
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peri(nl Uk* nuiiib-T of ,i^o<nis vcliiclcs in*>ro iIkiii doul)K''l while 
that of buses ineroasod by nearly 70% for the wliole of India. 
The State-wise growth in terms of population has not naturally 
been unifrom, as public vehicles, being mostly in the private 
sector, followed the inexorable economic law of concentrating 
ill aieas of high profitability.* Some idea, however, of the 
growth of motor vehicles in India can be got from the follow- 
ing table, though the ofroctivc growth i.s greater due to 
increase in the size and laden capacity of these vehicles : 



Public Service 

Vehicles 


Year 

Motor Cabs 

Others 

Goods Vehicles 

(1) 

(2) 

(3) 

(4) 

1 

1951-52 

12,264 

31,037 

84,013 

1955 56 

15,318 

46.461 

119,097 

1956-57 

16,027 

38,415 

126,386 

1957-58 

15,046 

42,008 

136.400 


Source : C. S. O. 

N. B. For Stato-wise details see table No. 221 C.S.O. — Statistical 
Abstract, 1 960. 


6 6 The Economies of Road Transport. In 1959, the Govern- 
ment of India set up, under the chairmanship of Shri M. R. 
Masani, the Road Transport Reorganisation Committee. The 
report of this Committee constitutes the most important detail- 
ed study of the road transport industry in Indiu.lt is interest- 
ing to note that, contrary to common prejudices, the commit- 
tee did not go all out to condemn the small operator. They 
recommended that while formation of efficient enterprise 
should be encouraged in all reasonable ways, no ban should 
be placed on the owner of a single truck in the case of goods 
transport. The committee broke new ground by their asser- 
tion that “road transport works out to be more in the 
national interest than rail transport.'* The main advantages 
that can be claimed for road transport are : 

(i) flexibility, particularly door to door service, 

(ii) speed and certainty of delivery, especially for 
perishable commodities, 

(iii) development of a personal service relation between 
the haulier and the consumer, 

(iv) more labour intensive and offers afgood scope for 
employment potential, 

(v) caters to the needs of the interior and under-deve- 
loped regions, 

• Seo table No. 24 in para 251, Ch. I, Vol, I. 
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(vi) Economical to build ami offers a stimulus to the 
growth of independent enterprise. 

The experience of modern countries shows that econo* 
mic development leads invariably to a relatively faster 
of road transport. In fact, the principle of free choice of the 
consumer has generally led to the share of railways in the 
total growing traffic declining, while that of road transport 
going up. In India, it is obvious that with the expansion of 
indigenous production of goods vehicles, there will be much 
.greater opportunities for the transport of goods by rmad. In 
Iny case, as long as there is a shortage of transport gene, 
rally a more rapid expansiou of road transport seems 

inescapable; and. in an expanding economy. ^ 

undesirable provided infructuous investment and unhealthy 

competition can be avoided. 

6-7 The Future of Road 

tion from a press note** released by the Cha.man of the 
Committee on Transport Policy and Co-ordmation throws 

interesting light : .... . ^ 

"The Committee is seized of the mam probleni ot 

development of road transport in the country, ihe 

historvof economic development of the advanced 

cSes of the world like J K. and U, S. A bears 
evidence to the fact that while industrial develop 
ment in the earlier periods was associated with the 
developments of railways, road transport been 
an important and potent factor in the ‘“‘J 
development. With economic 

T^rnarp^aivelv growing demands on transport, roau 

transport m Jt play an increasingly ^ 

in India. There are vital questions relating 

dev fopment of road transport which require x- 

minatiln, for example, the effect of 
on development of road transport and the relatio^^ 
ship between contributions from road transpor n 

^pLditure on roads balancing of mves^mentjn 

roads and investment in *^o.b‘0>os 0 * 0 - 
transport industry m the private *oo‘or par 

iflrlv the section of the industry engaged m ireg 

's“:l"ietiB owned at present by a >argc ni^her^of 

rhKritrero*^^^^^^ 

lines reorganisation °f ‘be road transport ^n ^ 
is to be contemplated, so that the indusiry b 

io«9. ftl3o refer to the newppapo^ 

®pol°o„\ho“prj‘confo"*en“: hold on H.h April, m0.». 
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1)0 ilofinitoly oxpecto<l to oarry a proportion of tlio 
traffic relating to specific project; anti sia-cific 
regions in the country as part of the five year plans, 
and at a reasonable cost. 

In considering the reorganisation of the road trans- 
port industry, an important factor which lias to bo 
taken into account is that the Third Five ^car 
Plan has accepted tlic possibility of tlie c.xtcnsion 
of the public sector in the field of transport of 
goods by road, the principle of nationalisation 
having already been accepted and gradually 
enforced in respect of transport of passengers. 
Earlier, however, an assurance had been given by 
Government in Parliament that there would bo a 
moratorium on nationalisation of goods transport 
till the end of the Third Five Year Plan, and this 
fact had been kept in view when the Preliminary 
Report of the Committee was prepared. In its 
final report, the Committee will have to take note 
of the change in the policy of Government in this 
regard." 

An important issue has been raised in the above state- 
ment viz nationalisation of road transport. It is generally 
recognised that possible nationalisation within a short period 
(especially, if the period is shorter than the life of the capital 
asset) tends to discourage the growth of private investment 
in the sector concerned, and that such assets as arc already 
in existence would tend to be used for a high rate of return 
which may sometimes lead to unhealthy practices and involve 
exploitation of the consumer. It does not, however, appear 
that there has been any positive adverse effect so far as 
investment in road transport is concerned for all new vehicles 
have been promptly marketed and there has been a fairly high 
market-value realised for old vehicles.* In short, the over- 
all shortage of transport and the fairly high returns obtained 
by truck-owners has, so far at least, prevented the ‘fear’ of 
nationalisation from having any adverse effect on the develop- 
ment of road transport. 

6*8. The, Stale and Road Transport. In 1944, the 
Central Committee on Post-war Reconstruction recommended 
that public transport should be nationalised, i. e., it should 
be State-owned and State-managed. The State Governments 
have been following a policy of taking over passenger services 

• In fact, there are allegations of ‘'black raarkot" prices being 

roevHsod for now trucks^ ^ 
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anil running them as State enterprises.* The Road Trans- 
port Act (1948 & 1950) enabled the State Governments to 
establish Road Transport Corporations with capital provided 
by the State Governments and the Railways. So far, how- 
ever, the preference seems to be for departmentally operated 
services rather than having autonomous corporations. The 
policy seems to be otherwise, for the Planning Commission lias 

advised the State Governments 


“...to set up corporations under the Road Transport 
Act, 1950, to manage the nationalised road trans- 
port undertakings in which the railways, and, 
if possible, the private operators should 

participate."®'^ 

The principal reasons underlying this policy may be 

stated to be ; , , . 

(i) prevention of unfettered competition as between 

nationalised road transport and the railways, 

(ii) greater flexibility of the corporation form ot 

iii£tn32cnicn^> • 

(iii) avoidance of overlapping of State economic policy 

and transport policy, 

(iv) more commercial and business like management, 

(v) greater publicity of accounts and management 

decisions, 

(vi) direct association of the private sector in manage- 
ment of nationalised undertaking. 

It is unfortunate that no authoritative exammation ^ 
the comparative efficiency of corporations vis-a-yu depart- 
mental undertakings have been made but on a P"®” 
one would be inclined to believe 

would not bo able to get the unUroited backing ot btam 
finances as a departmental undertaking 
the former should have a more commerml 

fXe fo™ of the nriionaliserroad ^transport ““J^tokings 

St. i 

- «s'irrs;: 

of the total passenger ser"“%'’y % remain 

i.lace the share of the nationalised undertakings 
nch^nged at the present all-India average >evcl of ^0 per^ 
centf. In short, the pace of nationalisalion is not expe 

•For SlatewUo dotailrf, see Vol I, p. 46 
87 Third Five Year Plan, p 654 
pSpo Vol I. pp- 40 — 45 
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to be f;ustor liuni the growth ut lotul road tninsi-urt i.;isM Mger 
flervices. 


7. Shipping with Special reference to Coastal Shipping- 

7-1 Evolvtion of Shipping Policy The 
created by tl.e Sccon.l World War led for the first tnoe o a 
recognition of the inadequacy of Indian Shll‘P^^^5 ^ 
about a somewhat reluctant admission that for a coun j 
its size, the length of its coastline and its strategic I’OMtion 
athwart one of the world's main sea routes » Iin ia . 

a distressingly small number of deep-sea ships, 
rea.isationof India’s vulnerability, specially because of non- 
availability of adequate coastal shipping which for a country 
with India’s coast-line must provide a natural alternative 
cheap transport facility, led in 1945 to the appointment ot 

a Shipping Policy Committee. The report of this Committee, 
which fortunately came in 1947 and coincided with the 
emergence of the country's independence, may l>c rcgar< ec 
as the beginning of a national shipping policy which was 
incorporated formally in the Government of India Resolution 
of 12th July, 1947. The new policy 


(i) recognised the concept of Indian Sliipping as consist- 

ing of shipping owned, controlled and managed by 
Indian nationals, 

(ii) postulated State financial help, assitance and 
encouragement for the development of Indian 
shipping, 

(iii) envisaged a target of at least 2 million tons g. r . t. 
of shipping within 7 years, 

(iv) aimed at 100 percent of purely coastal trade being 
handled by Indian Shipping, and, 

(v) hoped to increase continuously, the share of Indian 
shipping in India’s foreign trade. 


The reservation of the coastal trade of India to Indian 
Shipping was announced by the Government of India in 
August 1950. This policy of reservation was a logical neces- 
sity and jirovided a basic stimulus to the growth of Indian 
Shipping. The policy of reservation was, however, not 
extended to the refined products on the coast of India of the 
newly established refineries in 1951. Later, from 1956, 
tankers of Indian Shipping Companies have been engaged in 
the coastal movement of the products of the refineries, though 
till now the carriage of refined products on tlic coast has not 
yet come within the policy of reservation. The adoption of 
a plaiuied economy for rapid economic <levclopmcnt inevitably 
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luought pliipi)'iig, like all other activities of importance, into 
the plan-fold. 

7 2 Shipping and planned Economy. With the advent 
of planned economy, the Goverment of India extended 
assistance in the form of loans to Indian shipowners for the 
acquisition as well as construction of ships for the coastal 
and the overseas trades of India. Further, facilities were 
given, subject to the principle of avoidance of flag discrimi- 
nation, to Indian ships for the carriage of Government cargo. 
Finally, it was clarihed that it was not Government’s intention 
that shipping in the public sector should run in competition 
on routes on which existing private shipping companies have 
established themselves. All this had the effect of promoting 
shipping, and the results during the past together with the 
prospects during the third plan period are indicated below : 
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Virr Vi'ir Plan «< i'o -i I n.iul 4 0 lakli G-Pi-.l' ro-ji*-' l iw ty. 
While there has bceu a deplorable shortfall in the ease o 
c!a^ the target^or overseas tonnage has been 

exceeded. 

R T ’wouwi'' rcquRc,!" for ''roplatlnl ‘[f 

about 194.00U U.K.i. vouiu u j 

overagocl .h.ps, A provision of Rs oo^crore^^^^^^ available 

and an additional sum of Rs 4 established 

from the Shipping De^velopment Fund tvluc i 

during the Second Plan period as »■ "“ ' of 

grant of loans ye^^Plan recognises the necessity 

7.av.5S 

Is, “y- 

purpose, and of necessity has to be modest. 

The following table gives the shipping tonnage to be acquired 
in the Third Plan : 


(GHT) 


Item 

Private Sector 

Public Sector 

Total 

(1) 

(2) 

(3) 

(4) 

1. Coastal 

(i) Replace- 
ment 

(ii) Addition 
(iii) Total 

1,00,000 

25.000 

1,25,000 

7500 

7500 

1,00,000 

32,500 

1,32,500 

2. Overseas 

(i) Replace- 
ment 

(ii) Addition 

(iii) Total 

50,000 

35.200 

91.200 

37,600 

1,13,200 

1,50,800 

93,000 

1,48,400 

2,42,000 

3. Grand Total 
(l)+(2) 

2,16,200 

1,58,300 

3.74,500 


Source : Planning Commission. 


88. p.558. 
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71 Indian Shipping Olid share of Orcrscas Trade. One 
of the basic aims of the Shipping Policy announced in 1947 
was to increase the proportion of India's overseas trade 
carried in Indian ships. In a sense, the percentage of inter- 
national trade carried is a more significant indictor of 
progress than figures in regard to the expansion of Indian 
tonnage, A progressive increase in the quantity of India’s 
overseas cargo carried in Indian ships should follow more or 
less automatically in a period of continuously rising imports 
and exports on Government account, especially when saving 
of foreign exchange is a primary consideration. It must, 
however, be regretfully admitted that the j)rogress in this 
respect has been far from satisfactory. The original target 
of 50% laid dovni in the Shipping Policy of 1947 to be 
achieved by 1954 was lowered to only 15% to be realised by 
1961, but even this has not been achieved as a maximum of 
only about 9% of India's overseas trade was carried in 
Indian ships in the best years. The table given below illus* 
trates the position over the years : — 


Item 

1951- 

62 

1955- 

56 

1956- 

67 

1957- 

58 

1958- 

59 

1959- 

60 

Foreign Trade 






1 . Tonnage 
entered: 

(a) Indian 

645 

726 

858 

919 

976 

1207 

(b) Foreign 

8860 

9055 

9065 

10,950 

11,474 

11,573 

Total 

9,505 

9,781 

9,923 

11,869 

12,450 

12,780 

2. Tonnage 

Cleared : 

(a) Indian 

801 

842 

736 

771 

1,016 

1,181 

(b) Foreign 

6.798 

7,869 

7,469 

8,104 

9,322 

9,387 

Total 

7,599 

8,711 

8,205 

8,875 

10,338 

10,568 


Source ; C.S.O. 


The relatively slow growth of the share of Indian Shipping 
in a period of a nationally sponsored shipping policy together 
with severe restrictions on imports on private account shou d 
cause serious concern as it is very important that we should 
have a real awareness of the importance of shipping to our 
developing economy and build up rapidly a balanced 

merchant navy for India. 

7-6 Coastal Shipping in India. India has a vast 
coastline of over 4,000 miles. Our geographical position ana 
our economic leadership amongst the under-developed coun- 
tries provides increasing prospects of trade and passenger 
traflie with adjacent countries, Coastal shipping has, tlicre- 
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fore, assunieil an addetl importance and now forms an 
part of our transport system, particularly as overall transjmrt 
shortage in the country has recently compolled a stale- 
spDnsorcd policy of diverting some of the coal traflie, 
generally believed to be the i)rimary responsibility of tlie 
railways, by the sea-route. The coastal shipping of India 
would have to become in course of time a!i important altc^rna- 
tive form of transport providing not only a normal link for 
particular kinds of traffic specially suitable to it but also an 
emergent standby to be brought to the rescue of the country 
if, and when, any of the leading transport systems of the 
country fail to meet the demand. Apart from tlic purely 
economic function of providing a ‘cushion', development of 
coastal shipping may even be important from wider consi- 
derations of non-economic necessities. 

7-G Development of Coastal Shipping uitder the Playis. 
The Rail-Sea Co-ordination Committee appointed by the 
Government of India in 1055 came to the conclusion, on tlio 
basis of cargo availability and tonnage requirement.-?, tliatit 
should be possible to reach by the end of 1960-61 a target 
of412 lakh G.R.T. The position and development is illustrat- 


ed in the table given below : 

First Plan (Lakh G.R.T.) 

On 1st April 1951 2'17 

Target in First Plan 3'20 

On 51st March 1956 2 40 

Short-fall —0-80 

Second Plan 

On 1st April 1956 2*40 

Target in Second Plan 4’12 

On 31st March 1901 2 68 

Short-fall — 1'44 


It is unfortunate that is has not been possible to achieve 
tlie targets set, especially as the overall shortage of transport 
and its growing demand in a developing economy should 
have led normal business incentive to undertake anticipatory 
investments of capital in this sphere of transport activity. 
The Third Five Year Plan®® proposes to add to the coastal 
tonnage 32,500 G.R.T. of which 25,000 G.R.T. will consist 
of small coastal ships fur general cargo service and the 
remaining 7500 G.R.T. in the form of a coastal tanker. 

7'7 Since the major part of coastal shipping is in the 
private sector*, the economic employment of the coastal 
fleet is essential for its development. Further, it is necessary 

89. p. 558. 

♦ Ovor95%of tho coastal traffic is reported to bo catoicd bv 
13 Units. ^ 
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to recognise that in this sector of transj)ort the value of 
investment is high and the life of the asset fairly long. This 
means that returns must be adequate and have some assura- 
nce of permanence, at least sufficient to recover the invest- 
ment made, i.e., there must be economic employment to 
provide the necessary incentive for the future development 
of shipping. In view of the peculiarities of investment in 
coastal shipping and in view of its significance, economic and 
non-economic, for the development of the country as a whole, 
it may not be contrary to public policy to assist its develop- 
ment by demarcating for it adequate traffic at economic 
rates. It has been the experience of other countries that 
bulk cargo like Coal, Salt, Foodgrains, Jutegoods, Refinery 
products, etc., are excellent items for coastal traffic and lor 
India adequate cargo to keep the tonnage fully employed 
should not be difficult to find. 


8. The State in relation to Transport in India. 

81 Transport has always been a matter of deep concern 
to the Government of India— in the past for ensuring the 
profitability of the Indian Railways, in the present because 
of the conflicting interests of the different modes of trans- 
port in a background of overall general shortage, a 
developing economy involves an all round expansion o 
economic activity in which the aggregate demand on 
port increases at a rate faster than the incr^sc m the 
volume of gross national product. Quite apart fron 
requirements of planning, few governments have found it 
poLible to leave traiisport-whether regarded 
Jir as a mere service-to itself, and, even ‘ho “os "tot 

advocates of laissez-faire economy have 

transport as an exception to the general rule of non-intcrte 

rence. 

ft -9 Til view of the significance of transport as a /actor 

“Tunlui bftre^tU 

port si m id be tre ^ „ 

"""“''■^IThtoS'aton of th7toirraWe “laws T supply 

“""'•Tti h^eirora^tiXTfc ?ra'::;:^i rr d'r 

minX price mechanism, but has to determine, against 
the background of a long-term policy. 
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the role of tlie various moans of transjiort 
...and a “suitable mechanism for the co-ordiiiatioii 
of the varions means of transport.”®'^ 

There may be good justification for holding that iKjt 
only should transport costs be kept as low as y)ossibh“, but 
that its existence is essential to economic life, and, thcrcfcjrc, 
it must even be “compelled” to exist thougli it may be 
commercially unocunomic. Such a view, if extendod to 
paiticular modes of transport in specified regions for <lefincd 
periods, may not be uneconomic from a national pi int of 
view ; though, even when acceptable from the angle of 
a general principle, differences of opinion could, and would, 
exist as to the moans of subsidisation of uneconomic Irans 
port services. It is not easy to define the source from w liich 
such subsidy should be financed viz., whether fri>m general 
revenue.^, or from a cess on the particular commodity tlie 
transport cost of which is being subsidised or from an extra 
charge on all other alternative forms of transport. The 
difficulties in this respect would be particularly great in a 
mixed economy where particular a form of transport and a j)art 
of other forms of transjiort are in the public sector. Broadly, 
however, the general view is to hold that since subsidisation 
must be a special case justified in the wider national 
interest, the national exchequer must find the resources for 
the granting of such subsidy and for which a decision, witii 
adequate justification, must be taken at a national level. 


8’3 It would be necessary to define the objectives which 
Government should appropriately have w’hcn it decides to 
intervene in the field of transport. It would be desirable 
to recomiisc that the considerations could be either economic 
or non-economic i.e. political or social. Where noii-cconomic 
considerations lead to intervention, there obviously can be 
no question of evaluating costs in terms of gain, for the two 
would bo on entirely different planes. Thus, for instance, if 
Government decides to intervene for reasons of national 
safety and requirements of military movement, obviously 
no costs could be prohibitive. Again, if intervention is 
undertaken for maintaining the stability of the social 
structure, as, for e.xamplc, might well be argued in favour 
of ]»rotocting bullock carts from being annihilated by competi- 
tion of mechanised transport, the calculations of cost would 
perhajis be superflous. Broadly, however, one may indicate 
the objectives with which Government may intervene in the 
field of transport as follows: — 

(a) ensuring adequate overall development, 


90 Seo terms of roforotico of the Comraitteo 
& Coordination, p. I Prclimanary Report. 
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(b) securing appropriate regional spread, 

(c) avoiding uneconomic national investment, 

(d) preventing exploitation of consumers, 

(e) improving efficiency, including lowering of costs, 
greater safety and planned regularity, 

(f) providing for a “cushion” to carry seasonal excesses, 
and, take care of unestimated economic growth. 

Experience of economic development in other countries 
reveals tliat with rising prosperity comes the opening of new 
areas, growing urbanisation and a general extension of 
markets. All these factors, together with widespread regional 
development, often brings about a more than estimated 
volume of traffic. Transport planning, therefore, inevitably 
implies the recognition of a necessary excess provision at 
all stages so that the supply of transport keeps ahead of its 
demand. In a planned economy, the requirements ot 

transport facilities should be estimated well ahead of their 
actual necessity and steps taken in anticipation to develop 

necessary capacity for transport, perhaps more than any- 
other activity, requires a longtime to fully develop. A 
the same time one must bear in mind that after a certain 
stage of development is reached, the pace of expansion 
of freight traffic tends to slow down so that as has been 

rightly pointed out:— 

“It is much better to direct investment in right 
channels until a clear-cut conception of our objec- 
tives and policies than to seek remedial measures 
after iufructuous investemnt has been made. 


01 Committceon Transport Policy & Co-ordination, Preliminary 
Report, p* 126 . 
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FOREIGN TRADE AND FISCAL POLICY 


!• Nature and Importance of Foreign Trade. 


1*1 The old concept of International Trade was a 
concept of multilateral exchange amongst many countries 
with the benefits of the principle of comparative costs 
realised by all participants in some degree or other, even 
tihough extremely unfavourable terms of trade for particular 
countries was not unknown. In fact, sinco climate and 
natural resources must vary from country to country, and, 
acquired skill and level of industrial development differ, the 
concept of economic inter-dependencc of nations is a logical 
one for promoting world prosperity. While one would not be 
inclined to accept the extreme proposition that a decline in 
international trade is a sign of deliberate or imposed 
impoverishment, one must also avoid the fallacy of 
confusing self-sufficiency with the economic desiderata of 
providing fuller employment and higher living standards.* 

1*2 Whatever may be the theory of the advantages 
of foreign trade, the fact remains that the Second World War 
left a legacy of restrictionism in trade and the goal of a 
relatively free multilateral trade seems a dream. Foreign 
trade to-day has acquired a somewhat inflexible form and 
a grooving tendency towards tariff barriers, import controls, 
foreign exchange regulations and bilateralism or regional 
trade blocs have all contributed to this inflexibility. Of course, 
It has often been argued that these trends are inevitable in the 
short period context of planned development and that in the 

long period global multilateral trade on a freer basis is the 

aim; one is however, tempted to recall Keynes’ cynical axiom 
that in the long period we are all dead.” 


To India, planned development perforce restricts 

mult under-developed country India 

m^t import to aid development, this in turn must necessarily 


♦Se© Vol. I, pp, 223-224. 


220 


SOilE ASPECTS OF INDUN ECONOMICS 


lead to an intensification of trade relations with those 
countries imports from w'hom imply greater investment 
to finance her development programmes. Since trade deficits 
and over >>11 balance of payments deficits must lead to a drive 
for stepping up exports, there is an unavoidable reliance on 
State trading and bilateral trade agreements. It would seem 
that this paradoxical trend in our trade policy must perform 
continue till the “take-off stage” is reached and economic 
development attains self-sustaining growth.^* 

1-4 It is often loosely believed that an increase in a 
country’s international trade is a sign that it is availing 
its. If ( f its opportunities to raise its standard of living through 
the mechanism of exchange. There is sometimes an untor- 
tunate tendency to identify the quantum of a country s 
foreign trade as a sign of prosperity. More subtle and pseudo- 
learned arguments link a country’s foreign trade with its 
national income or its population as indicators of prosper^ 
Such reasonings are fallacious. Neither the percentage ratio 
of the foreign trade of a country to its national mcojne ^ 
its per capita foreign trade are good {or even satisfactory^ 

indicators of the high or low stage of development of that 

country. In fact, a highly deve oped economy ^ 
tantial national income should normally be ^^P"^ ^ 
have its higher rate of progress sustained by ‘Eternal detuand 
and. therefore, its foreign trade is likely to be ^ smal^ p o 

portion of its national income. On the 

^nd more compact economic systems may find the ho 

^arkeTunable'to provide a sufficient basis for a susta.n ^ 

productive effort and may seek to earn a 


Country 


National Total Fore^n Trade 
Income (Im port+Export) WJo 


( 1 ) 


(2) 


(3) 


India 
Australia 
Canada 
Cevlon 
UK. 
U.S.A. 


26,418 
12,024 
26.234 
1,128 
53,007 
399.600 


3,172 

3.862 

11,111 

789 

20,131 

32,4-13 

18,283 


(4) 

12.0 

32.1 

42.4 

696 

38.0 

8.1 

40.7 


WV st, Germany 44,887 

N. B. Figures relate to 1959. ^ 

ui -"Thr Third Plon, article by Dr. 10. P®‘ol on 

02 See Problonis m the Ihird . 

Self Generating Economy. 
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Even allowing for liraitations of international com- 
parisons it is obvious that column (4) hardly gives any iiropor 
index to the country’s basic economic prosperity for it would 
perhaps be absurd to conclude [as the figures in column (4) 
tend to indicate] that India is more prosperous economically 
than U.S A. or that U.K. is less developed than Ceylon or 
Canada. So far as per capita foreign trade figures are con- 
cerned, apart from the difficulty of computing comparable 
figures due to non-availability of a common-year census 
estimate of population, the concept itscH is liarrlly worth 
examination for the of a country’s population has little 
significance for its stage of economic development or its 
foreign trade. 

2- Trends in India*s Foreign Trade. 

2'1 The immediate post-Independence years were years 
of uncertainty and difficultj' for the country's foreign tra<lc. 
The partition led tio deficits iu food, raw cotton and raw jute. 
The devaluation of the rupee in September 1949 and the 
Korean war boom helped to restore our foreign trade, but 
these advantages were short lived. The inauguration of {)lan- 
ning, which unfortunately coincided with a deterioration of 
our food position, led to a rapid rise of imports resulting in 
increased adverse balances of trade. The succi ss of our food 
production programmes helped to reduce our foo<l imports*. 
The need, however, of increased imports of machinery, indus- 
trial project equipment, industrial raw materials etc. needed 
for the country’s planned development continued to strain o\ir 
balance of trade position, in spite of a rigorous import control 
policy and vigorous attempts at export promotion. The 
balance of trade posit’on has during the first two plan periods 
been rather unsatisfactory, and in the context of India’s 
adverse position on capital account, was a basic source of 
worry to the country. The tabic given below indicates the 
trends of our foreign trade. 





(Value 

in Rs. 

Crores) 

Item 

1951-62 

1956-57 

1958 

1969 

1960 

(1) 

(2) 

(3) 

(4) 

(5) 

(6) 

/. Merchandise, 

(a) Imports 

979 

903 

878 

940 

10,17 

(b) Exports 

729 

6U 

672 

614 

C29 

(c) Re-exports 

of (a) 

14 

e 

10 

7 

12 


• See Vol. I, Cb. V 
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( 1 ) 


( 2 ) 


(3) 


(4) (5) 


( 6 ) 


45 


30 


1 


1 


1 


-236 

—1 

-283 

1 

1 

—320 

-1 

-376 
— 1 

-237 

—283 

—297 

—321 

-377 


II. Treasure 

(a) Imports 

(b) Exports 

+ 

Re-exports 

III. Balance of 

Trade 

(a) Merchandise 

(b) Treasure 

(c) Total 

(a)+(b) _ 

Source : C. S. 0. 

N. B. The Budden changeover in 1957 to calender 

the usual financial year is one of those impro 
which worry the unfortunate user. 

The above table reveals the following trends . 

(i) imports have risen substantially during the Second 
Plan period, the decline in 1958 being rather isola- 
ted and temporary ; 

(ii) exports declined substantially in the first tvro y wrs 

of the Second Plan period, and then i 

Ting, though the figure of 1960 is still substant y 

lower th&n that for 1961-52 y 

(iii) the adverse balance of trade in “^^^handUe has 
been steadily on the increase, the Second fia 
period showing a steep rise. 

The increase in the imports is obviously a reflection o 
the tempo of our economic and industr al <^evel®pment 
maior nortion of these were machinery, base meta^ 
“etel Lnufactures, which taken together 

of total imports in 1951-52 to nearly 40% m “^s of 

other hand, substantial decline took exports also 

raw cotton and raw jute The eomposd.on “P„“"erials 

underwent substantiid changes i i exporter in a 

declining sharply. The country s diesel 
substantial way of eng‘"®®^‘"8 “"‘i^efttc in addilion to 

2-2 Foreign Trade nnder an J n:r surprisingly, 

far gone through a decade ^ important 

planned economic development has cxercisca an 
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iiilluencc on its foreign tra.lo. T!ie guiding: i>rin<-ii.U s .d 
India’s cotnineixial policy, as laid down lu the coiilext ot 

planning are: 

(i) It must assist in achieving the production targets 
in the Plan, 


(ii) quantum and value of exports should reach increas- 
ingly higher levels, 

(iii'. the composition of imports and exports must 
further the implementation of the Plans, 

(iv) the deficit in the balance of payments must, as far 

as possible, not deplete the foreign exchange 
resources at the disposal of the country, and 


(v) trade relations must maintain a fair degree of 
continuity with given countries. 


As is to be expected, the plans led to a stepping up of 
the total foreign trade of the country, imports increasing 
substantially but both imports and exports undergoing impor- 
tant changes in composition and direction. The significant 
change that has come about would be clear from the follow- 
ing table : 


Imports 1961-61 

(Rs. Crorcs) 


Category 

1951-66 

(annual average) 

1956-61 

(annual average) 

1. Consumer goods 

235 

247 

2. Raw materials 



& Intermediate 



goods 

364 

502 

3. Capital goods 

125 

323 

Total 

724 

1072 


Source— Planning Commission. 

It will be seen that there has been only a small — almost 
insignificant — rise in imports of consumer goods, while the 
rise in capital goods was by more than 150%, and that of 
raw materials and intermediates (the imports of which are 
indicators of rising manufactured production within the 
country) was by about 50%. Exports, on the other hand, 
were fairly stagnant during the last decade — the first plan 
annual average being Rs. 609 crores as against Rs. 614 crores 
of the Second Plan. The comparative stagnation of cxjjorts 
IS a natural corollary of economic development which must 
immediately increase (because of ap increase in aggregate 


230 


SOME ASPECTS OF INDIAN ECONOfflCS 


incomes) domestic demand, thereby reducing availability of 
surplus for exports. Further, in the early days of industrializa- 
tion, comparative costs generally remain to the country's 
disadvantage, preventing any rapid expansion of exports 
immediately. However, though the quantum of exx^rts 
did not (in fact, could not be expected to) increase rapidly 
or substantially, its i)attern underwent a change reflecting 
the changed structure of production emerging in the country. 
It must, of course, be recognised that the changed pattern 
of exports was partly also forcibly brought about by the 
change in the economy resulting from the partition. On the 
whole two trends in our exports are perceptibly noticeable, 
viz. 

(a) emergence of a wide range of engineerii^, electrical 
and other manufactured goods — particularly of 
industries introduced since the attainment of 
Independence, and 

(b) growtli of exports of processed goods rather than 
raw materials. 


These changes, however, did not reduce the significance 
(in spite of decline in their quantity) of the exports of com- 
modities directly or largely based on agricultural production 
such as tea, cotton textiles, jute manufactures, hides and 
skins, tobacco etc, and these continued to account for the 
bulk of the country's exports. 

Pattern of Exports 1951 — 61 


(Rs. crores) 



Category 

1950-51 

1955-56 

1958-59 

1959-60 


(1) 

(2) 

(3) 

(4) 

(6) 

1. 

Agricultural 
commodities & 
related manu- 






factures of 
which 

Cotton & Jute 

496-5 

489-3 

453-5 

153-4 

473-6 

180-6 


manufactures 

250-5 

181*7 

2. 

New manu- 
factured pro- 
ducts 

8-9 

86 

12-5 

250 

3. 

4. 

Other 

manufactures 

Minerals 

49-5 

23-4 

578’3 

52-4 

34-4 

584-7 

40 8 
46*2 

5630 

800 

53*0 
■ 631*6 


Sourco : Planning Commiaaion 
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2-:! ritUiUw gr.mHi -./ Imp,nU am! E.rpor!^ 
ah'ciKlv been p lintcd out that ibirm- the ileca<lo l.lj l-h 
imports increased substantially but exports were 
less stagnant. This can be forcefully brought out '’V 
truct’ngan index of the volume of imports and exports 
during the period as indicated in the table below ; 

Index 


Year 

Imports 

Exports 


(1) 

(2) 

(3) 


1052-53 

(Base) 

100 

100 


1953-54 

93 

100 


1955-56 

116 

115 


1957 

156 

119 


1958 

140 

108 


1950 

148 

119 



Sourco : C. S. 0. 


N. B. 1. The sudden changeover in 1957 to calendar year in place 
of the usual financial year is perhaps one of those “irnprovo* 
ments" which characterise statistics in India and which are 
a constant source of worry to the unfortunate user. 

2. Recently a different series has been put out with 1953 as Base 
year = 100; see Statistical Handbook of the Indian Union, 
issued by the C. S. O. 1961 edition pp. 114 — 117. 


3. Later figures not available. 

It would appear from the table given above, that against 

^ 48% growth in imports (which reached earl er a 
peak increase of 56%) there has been only a 19% increase 
in exports, leading obviously to a worsening of the trade- 
balance position. 


2'4 Direction of Trade. A significant change in the 
quantum and composition of trade would normally be 
expected to also bring about a change in the country-wise 
distribution of our foreign trade, for obviously sources of 
supply and demand must, under the changed circumstances, 
undergo variations. The process of change in the direction 
of trade is further stimulated by changes in relative efficien- 
cies of production brought about by the process of economic 
development at home and abroad. In recent times, however, 
a new factor has begun to exert a significant influence viz., 
aid programmes and trade-agreements which canalise trade into 
determined channels. Broadly, the earlier historical associa- 
tions have continued to exert their influence and sterling 
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area countries, with U.K. playing the leading role, 
continue to play a major part in India's foreign trade. 

A substantial portion of the country’s exports has always 
found its market in the sterling area, which has also been the , 
supplier of a sizable proportion of our imports. Heavy 
requirement of planned development have led India to look r. 
more and more to other industrially developed countries for 
assistance and cooperation, and naturally U.S.A. and the 
dollar areas have, in recent times, been participating 
increasingly in our foreign trade. The following table brings 
out changes in the direction of India’s foreign trade during - 
the First and Second Plan periods : 

Direction of India’s Foreign Trade 

(Percent Share) 



foreign trade and fiscal policy 


233 


ing to be the largest single country in this group. 

/uv t 7<?A h'ls cmcrcedas the chief source of our 
So^ris.’^tho^gh Lr share in lOCO is lo.cr than 

what it was in 1052, 

,e, the docaae 

Xg=rfhU that of percentage 

STafion^ ofrportsl^otioeahle in the sense 
that the predominance of U.S.A has declined. 

Ml the share of U.S.S.R. and countries in Eastern 
Europe has increased substantially m regar 
exports and significantly for imports. 


3. Balance of Payments^^ 

3 1 The Coiicept. Trade in goods across national frontiers 
gives rise to claims for or against a country. It is this wider 

concept of the sum of debts due to a country and hat of 

debts due by it that constitutes what may bo called th 
equation of indebtedness or the balance of payments In 
the accounting sense it implies a systematic record of all 
economic transactions®* between the residents of a given 
country and residents of other 

Payments of a country is the final result (debit or credit) 
during a given period of time on account of 

(i) merchandise trade, including bullion, in the form 
of exports and impoits, 

(ii) payments due for transactions relating to services, 
and 

(iii) borrowing and lending operations both on private 

account or government account. 


Items (i) and (ii) create little conceptual difificulties, 
and, normally the balance of trade is said to be “favourable 
if export-earnings exceed import-payment liabititics, includ- 
ing in the former earnings due for services (c.g., shipping, 
banking, insurance, etc.) rendered and setting off against the 
latter debts due for services secured. The concept of capital 
movements included in (iii) is, however, a little more 
complica'tcd as the time-factor is significant. A borrowing 
nation becomes a creditor in the short period while the 


93. Seo Bastable International Trade, Ch 14. 

94. Soe Ha1>or]ar Theory of International Trade, Cli. II. 
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prucoeiis of tlie loan are being moved into the country, 
though once the loan operation is carried out, the lending 
country necessarily becomes the creditor for purposes of 
receiving interest payment and capital repayment. In view 
of the enormous volumes of international borrowing and 
lending, especially aid-transactions* connected with program- 
mes of economic development in under-developed countries, 
tlie concept of the balance of payments has become one of 
supreme significance, especially as any deficit in it can be 
met only either by external assistance or by a draft on 
foreign exchange reserves. 

3’2 The Trends. It is interesting to study India’s 
Balance of Payments during the Plans as indicated in the 
table given below : 


(Rs. crores) 


Item 

First Plan 

Second Plan 

Third Plan 


(1951-56) 

(1966-61) 

(1961-66 


(Actuals) 

(Revised 

Estimates) 

(Estimate) 

(1) 

(2) 

(3) 

(4) 

1. Imports (c.i.f.) 

3632-9 

5374-5 

6350 

(a) private 

2714-2 

3111-2 


(b) government 

918-7 

2263-5 

3700 

2. Exports (f.o.b.) 

3108-5 

3060-8 

3. Trade balance 

—524-4 

—2313 7 

-2650 

(2-1) 




4. Official donations 

95-9 

191-3 

• • • 

6. Other invisibles 

391-8 

428-5 

• • » 

(net) 

6. Current account 

—36-7 

—1687-5 

—2650 

(net) 

7. Errors and omis- 

—97-5 

—47-2 

• • • 

sions 




8: Official loans 
(gross) 

106 6 

7900 

54-7 

U2OO 

9. I M F. Drawings 

-41-5 

J 

(net) 

10. Other Capital 

—52-2 

291-2 

—560 

transactions (net) 
11. Draft on foreign 

121-3 

698 8 

• • • 



• Seo Vol. I, Ch. XII 
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\ It will IicfCM. lUM. tl‘« '' fL 

during the First l*lnn. Ihis was par im-reasing agti- 

Five Year Plan was directed mainly towards ' f 




M ^ V'-' 

tion, two bad agricultural 
The net result has been 
exchange reserves leading 


Five A i«vti ^ ^ rfcfji I f* 

cultural production and strengthening the tj-msp^ rt. 

heads of development, like irrigation. 1'®''^ ‘ ^^as^aid 

So far as industries were concerned. ""^I’’\f;^;-;,,,,iie<l 

onulilisaticui of existing capacity more fullj . A ‘ ^ 

that the direct requirements of foreign ^ radically 

PHn wore small the position \\as, hoMC\ii, < 
ImrZZ X Pce^d l^an. . The direct 
requirements of the planned investment ‘ 

larger. Further, increasing demands for ‘ In addi- 

due to the growing needs of a developing ^ , :p,.iortsJ 

fmn fwn hfld ai/rieultural seasons led to large f 

a serious drain on our foreig 
to the necessity of a stringent 

import'' control policy and a vigorous export_p^^^ 

programme. (The position as estimated for th 

is also not particularly comfortable and the pro c 

external re.sources* for the Third Plan continues e 

important worry, especially as the aggregate reserves 
ing gold but including government balances) at tlic cgi b 
of the third plan amounted to only Rs. 180 crores as '^gainst 
Rs. 785 crores at the beginning of the second plan, me 
Third Five Year Plan®^ has frankly recognised the seriousness 
of the position and has categorically stated : 

“It has been evident for sometime past tlmt ^ 
greatly intensified export effort is essential if the 
country is to be in a position to meet its grow ing 
import requirements and to move forward prog^s- 
sively towards a balance in external accounts. The 

objective is to ensure that the economy is able 

to earn enough by way of exports so that it 
after a period of ten years or so reduce substantial- 
ly the dependence on assistance from abroad. 
Considerable stress has been laid on export promotion 
for the last two or three years. What is needed 
now’ is a clear acceptance of the sacrifices involved 
and sustained follow up action with a view to 
getting results on a scale that is commensurate 
with needs.” 

3*3 The problem. It is necessary to emphasise that, un- 
fortunately, the overall balance of payments has continued to 
remain difficult in the first year of the third plan ; and in view 


• For a gonoral discussion of the resources for tho Third Plan , see 
Vol, I, Ch. NI, para 4. 
i'S. p. 111. 
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of tlie low level of reserves from which the plan started it 
became necessary to draw on our second line of reserves with 
the International Monetary Fund. In fact, the enormous 
drain on our Foreign Exchange Reserves is a point worth 
noting carefully, and the position is indicated below : 


Indians Foreign Exchange Reserves 

(Lakhs of Rupees) 




Movement 

End of 

Assets (a) 

(Increase + 



Decreare— ) 

(1) 

(2) 

(3) 

1950-51 

951,41 

H- 28,55 

1955-56 

824,61 

-h 10,47 

1956-57 (b) 

681,10 

—143,51 

1957-58 (c) 

421,22 

—259,88 

1958-59 

378,92 

— 42,30 

1959-60 

362,87 

— 16,50 

1960-61 

303,61 

- 59,26 

Dec. 1961 

316,74 

-h 13,13 

Jan. 1962 

304,02 

— 12,72 

Feb. 1962 

302,35 

— 1,67 

1 - 


N.B. (a) include (i) 7*1 million ounces of 8°*^ held, valued ^^21*24 

per tola till Octobers, 1956 and thereafter 
at Rs. 62.60 per tola, vide Reserve Bank of 
Indio (Arrendment) Act, 1956, Section 33, 

(ii) foreign assets of Reserve Bank of Indio, 

(iii) Government balances hold abroad. 

(b) include net borrowing from International Monetary 
Fund of Rs. 65 Crores. 

(c) include the stand-by credit of Rs. 34-6 crores. 

It will be seen that there has been a steady deteriora- 
tion in our foreign exchange reserve-the deterioration in 

1955-56 being much greater in reality if the 

the upward revision of the value-price of gold held m 

reserve. There was a slight reeove.7 ®ttrange°y 

1961-62, but the position deteriorated again. tr^^ 
enough, the pressure on balance of payments in * 
of 1961-62 has persisted despite lower imports .^^tthe 
6c.mt improvement in exports. It seems, ^ jg duo 

continuation of the difficulties in bnlanco of payments 
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to deterioration in regard to invisible transactions, botli 
current and capital.®'^ 

4- Regulation of Foreign Trade. 

4^-\ Import coiHrol. The origin of import control lies as 
far back as May, 1940, when as a war-time measure it was 
introduced under the Defence of India Rules. The intention 
originally was a very limited one viz,, conserving foreign 
exchange and shipping space. Subsequently, with the deve- 
lopment of planning, the scope of import control widened 
and to-day practically the import of all goods is controlled — 
the exceptions being so few as to be negligible. The objec- 
tives of import control policy have also undergone consider- 
able changes and now it serves not merely as a means of 
saving foreign exchange but assists in industrial development 
and acts as a limited instrument of price moderation. A 
decade of planning has altered the situation radically. In 
1950, India had large sterling balances to her credit and a 
sizeable 'invisible' income; to-day foreign exchange has become 
extremely scarce. The dawn of independence found us with 
a low level of industrial development, a poverty-stricken 
population and a State which had few obligations fur promo- 
ting social and economic welfare ; 19C2 finds us inaugurating 
the Third Five Year Plan, with ambitious tasks of social and 
economic reconstruction that are making heavy demands on 
the country’s resources. The Third Plan, however, starts 
with depleted exchange reserves, a sizeable foreign debt, a 
large adverse balances of payments and practically no net 
‘invisible’ over-sea income. The requirements of foreign 
exchange in the Third Plan is substantial, being nearly Ks. 
5,750 crores in a total investment reckoned at Rs. 10,400 
crores.®’ Under such circumstances, the import control 
policy has to be viewed with great caution, for its role now 
is to perform the twin functions of conserving foreign excliange 
resources and promoting the healthy functioning of an 
economy that aims at rapid growth and rising standards of 
living. The objectives of Import Control have been defined 
thus : 

"The iiolicy and procedure of Import Control has to 
be so regulated as to be in consonance with the 
main objectives and the strategy of the Plan itself. 
Import Control must serve as an instrument of 
industrial development, as a conservator of foreign 
exchange and as a vehicle of export promotion. It 

96. For details, soe Government of India’s Economic Survey 
19G1*62, issued with Budget Papers^ paras 40- 43* ^ * 

^7, Soo Third Five Year Plan^ pp. 110 and 112. 
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must strengthen the industrial b.<se of the country, 
diversify the economic structure, and create 
conditions of a self-generating economy, so that 
the nation can go forward to the maximum extent 
possible on its own steam.”®® 

In a sense, import control to-day is a part of planning. 
It is designed to influence the balance of payments positioi^ 
both absolutely and in its composition by keeping out specified 
types of imports and substituting certain types by others. 
In fact, by keeping out imports of consumer goods and 
obtaining instead capital goods, it would be possible to 
develop production lines that may not only avoid the neces- 
sity for imports but may actually stimulate exports. It is 
a far cry from the old classical proposition of 'imports pay 
for exports, to a concept of curtailment of imports for pro- 
moting exports. For a proper understanding of the problem 
of import-control, it is necessary to distinguish between : 

(i) non-essential consumption imports, 

(ii) maintenance imports, and, 


(iii) development imports. 

So far as (i) is concerned the necessity or desirabili^ 
of cutting them down in the interests of conserving of forei^ 

:L"®would hardly be questioned. , I* .llirrit in th 

rjees of local substitutes, especially as producers in India 
ar“overse to taking advantage of conditions of scarcity 
and r is ng standard of living ubere too much money is 
ebasing too few goods. Such price rises would have to be 

acceptml as part of the price for planned to 

one can only hope that governmental action would tend to 

hnfl' for the country theproceedstfsuchconjunc- 

The distinction between 

unwise b is neither possible to keep the two in 

‘teSt separate compartments nor can there be any 
watertight separiue the two. It 

ns'’ betow “the^leverXr^^ is ‘LeXary fr'optimum 

Minister for Commorce anti Industry ; m Report of tho 

" ImpoJt and E:rport Policy Commit.oo (1962), p. 7. 
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doAvn tlcvclopmcnt imports which bring out '<Icvelopni(>nts’ 
which are ncccsvsary for keeping the existing industrial units 
in full production by stimulating the production of (a) power, 
(b) transport and (c) raw materials and components for the 
existing units. The two sectors of the economy— the existing 
and the new— arc, in effect, interdependent, each providing 
a support to the other, and, in the long run, import control 
policy must necessarily hold a balance between the competing 
claims of the two for scarce foreign exchange resources. In one 
field, however, the two are not compelitivi‘, viz., the new 
industries which are being developed with specific ff)ri ign aid 
where obviously imports are ‘tied’ so that there is little 
choice in the matter and no possibility of di emersion ofdevelojj- 
ment imports to maintenance imports. In any case, the nee<ls 
of total imports have been on the increase, and, inNpite of a 
policy of rigid control and restrictionism, the decline in 
aggregate imports has not been sufficient!}' marked to affect 
significantly our balance of trade position. The Iiistory of 
our import-control policy can be broadly demarcated, accord- 
ing to basic trends, into the following broad periods : 

(а) 1047 to June, 1948; ...a policy of restriction and 
curtailment of imports, import trade control being linked close- 
ly with foreign exchange control and the balance of j)ayments 
problem ; 

(б) 1943 to June. 1949 ;. ..Ol policy of liberalisati n of 
consumer and industrial goods to combat inflationary trends, 
as it was felt that the restrictive import policies were impos- 
ing on consumers a measure of austerity which was not 
warranted by the limitations of the country’s foreign 
exchange balances, particularly with soft currencj' areas ; 

(c) 1940 to June .revival of re.strictonism 

resulting from a fall in dollar-export earnings, which were 
further adversely affected by the devaluation of the pound 
sterling to which the rupee was linked. It was necessary 
during this period to make severe cuts in imports from the 
dollar areas ; 

{d) 1954 to December, lOOG; this was a period of 

intense liberalisation, during this period w’e find that not 
only large imports of machinery, capital goods and raw- 
materials were permitted to keep up the tempo of develop- 
ment {a feature which was perhaps an inevitable corollary 
of planned industrialisation) but the import of consumer 
goods was also substantially liberalised ; 
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(e) 1957 to 1962 .—recurrence of foreign exchange 
difficulties led to a return to the policy of restriction and 

control. The early part of the period involved India having 

to finance her import programme practically ^7 ‘c^sh pay- 
ments' out of her own resources because of dimculties in 

obtaining overseas credits and long-term loans. 

It is apparent that our import-control policy has bpen 

vascillating, and was determined more by 
short-period considerations than by any well plann to S 
term view. One miglit even maiotain that it was not 
the last phase that any judicious distribution ‘'j® , “p,jiy 

recently has the policy been directed towards onsurmg 
imports of commodities essentially required for a deve opmg 
economy. At present, the accent is on the ^“Pott 
trial raw materials, and, plant and machinery, 
taneously with severe curtailment of consumer gwds. 
idea of the variations in the import-control poll y 

got by analysing the trends in the 

divergent periods, as indicated in the table given 


Trends of Import Policy 


Period 


No. of items 
on 

0. G. L. 


No. of items 
carrying quotas of 

50% & 10% to below 

above 50% 


No. of 
items 
banned 


( 1 ) 


( 2 ) 


(3) (4) 


110 

215 

18 


17 

211 

56 


j5) 

12 

91 

78 


200 

163 

730 


July-Doccmbcr, 

1952 153 

July-December, 

1956 109 

Octl960— March NIL 

1961 

N.B. Approximate figuroa constructed from tho Red book on 
Import controli 

It would be legitimate to examine how tho 
affected the composition of our imports. This ^ 

tratedby the following table which brings g 

substituLn of consumer goods by industrial goods that h 

taken place during the lastdccade. 
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Break-Up of Imports 

(Percentage distribution) 


Type 


1952-53 1955 


1959 


1360 



1. Capital goods 

2. Industrial goods 

3. Consumer goods 


125 

46*5 

410 


15 

55 

30 



( 100 ) ( 100 ) ( 100 ) 


14-3 
08 9 
1(V8 

( 100 ) 


N.B. Rough approximation con>itrueted from figures of principal 
Ueius of merchatidise imports, 

4-2 Export Promotion. Policy on the export side has 
been one of progressive relaxation and decontrol taking in o 
account the internal needs of the country.^ Cotisnoia e 
emphasis has been, of late, laid on a determined P‘’ “5 <> 
export promotion. It has been frankly recognised la 

'Tt has been evident for sometime pact that a 

greatly intensified export effort is essenturl it the 
country is to be in a position to meet its growing 
import recjuircraents and to move forward progres- 
sively towards a balance in external accounts. 
The objective... is to ensure that the economy is 
able to earn enough by way of exports so that it 
can, after a period of ten years or so, reduce subs- 
tantially the dependence on assistance fiom 
abroad." 


The foreign exchange crisis towards the middle of the 
Second Five Year Plan compelled urgent attention being paid 
to stimulating exports and during the last few years 
considerable stress has been laid on export promotion. Major 
steps that have been taken to stimulate exports arc t 

(i) decontrolling export items and placing them on the 
free licensing list ; 

(ii) granting of railway freight rebates on specified 
export commodities ; 

(iii) formation of Export Promotion Councils for particu- 
lar commodities and CJommodity Boards for impor- 
tant items. The function of these Councils and 
Boards being to 

(a) provide information and assistance, 

(b) undertake foreign market studies, 


99, Third Five Year Plan, p. Ul. 
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(c) conduct propaganda by sending out trade 
delegations, 

(d) lay down standards of quality and packing, 

(e) assist as arbitrators or valuers, by agreement, 
in the settlement of disputes and differences 
arising out of export transactions ; 

(iv) setting up of the Export Risks Insurance Corpora* 
tion (1957) to offer facilities to exporters to insure 
normally non-insurable risks arising in the course 
of export trade ; 

(v) giving of drawback of Import Duty and rebate of 
Excise Duty so far as raw materials and components 
used in producing finished export goods are 
concerned ; 

(vi) establishment of the State Trading Corporation 
“to organise and effect exports from and imports 
into India*". 

In addition to the above, schemes have been devised 
under which import licenses are granted to the exporter with 
reference to Ins export performance. The chief idea beliind 
such measures is to enable replacement of the imported raw 
material content of the products exported. Sometimes, such 
licenses are given on a “loan basis'", in anticipation of 
exports which subsequently become obligatory. 

The Third Five Year Plan takes the total receipts from 
exports at Rs. 3700 crores as compared to the actual receipts 
of Rs. 3053 crores during the Second Plan period. The^ 
estimate of Rs. 3700 crores is the minimum to be aimed at, 
though the needs of the situation, in fact, demand a much 
higher target. It is, however, necessary to recognise that 
exports do not materialise merely by wishful thinking— they 
require competitive efficiency, and, only w’hen export-prices 
of Indian goods in the world market are lower than those of 
our competitors would it be possible for our exports to grow. 
There are certain factors which should be borne in mind, 
for these may obstruct the realisation of the export target. 
We must remember that a rising standard of living 
make increasing demands for home consumption and it 
would be idle to preach that “foreign exchange earnings 
have at the present juncture to be increased even by 
sacrifice of domestic consumption.’" unless one were prepared 
to sacrifice considerably the freedom within planning which 
is a significant characteristic of present day economic 


100. Third Five Year Plan, p. 113. 
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structure in India. Secondly, our internal coats of produc- 
tion nre continuously on the rise due to general iiiflationcry 
trends, rising labour cliargea duo to a progressive labour- 
policy, increasing burden of indirect taxation made necessary 
by the needs of raising large internal resources and the high 
capital-cost at which our industrial units are being sit up. 
It would be unwise to forget that in course of time countries 
importing our exports would themselves want to replace them 
with local products and that the most serious threat to our ex- 
ports may come from economic development of underdeveloped 
countries wiih "untied'* markets, for we could not pessibly 
continue indefinitely to tie our imports with our exports. 
Thirdly, the export demand for our traditional items have 
hardly been very buoyant lately, and, our staple export com- 
modities have not only to face severe fiscal and quaiuitativo 
restrictions abroad but also deal with increasing competition 
from the rest of the world including tlie groNHh of 
substitutes. Thus complacency in the matter of export 
promotion would be suicidal, especially if such promotion 
continues to be based on "aids and incentives*’ rather than 
on the economics of comparative advantage. Finally, artificial- 
ly stimulated exports are generally like soap-bubbles in 
sunlight — attractive to look at but with a tendency to burst 
at the most inconvenient moment. It is, therefore, dangerous 
to derive much comfort from the trends of export earnings 
in recent years. 


Export earnings have, undoubtedly, shown progressive 
increase during the last three years and have been as follows; 


Year Export earnings (f.o 

1958-59 

57fi-3 

1959-60 

623’2 

19G0-61 

631-2 

1961-62 


(April— Sept.) 

320*3 

1961-62 


(Estimated) 

6650 


nartl ‘"dicatc a steady increase ; but, they arc, 

partly at least illusory and do not represent a full quantum of 

result *“ export-earnings is the 

hW, uHe factors, such as exceptionally 

exn„re„r ■ “““ftclurcs. From the rate of rise in 

of Rs sw U realisation of the target 

would bfdXuU^ PI®" period 
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5. Fiscal Policy. 

5-1 Development of international trade has often been 
treated as proof ip50 /ado of gain by national specialisation. 

and advocates of allowing foreign trade to develop under 
conditions of freedom often quote Marshall*®^ to argue that 

**If goods, which can be produced at home, are yet 
imported freely from abroad, that shows that they 
can be got generally at less cost by making other 
things with which to buy them from abroad than by 
the direct method of making them at home”. 


This, in essence, is the doctrine of comparative advan- 
tage, whereby international specialization is treated as synony- 
mous with world prosperity and national gam. It has now 

ever, been increasingly recognised that the State does n 

exist only for economic purposes ; it has a positive role to p^ 
in developing the national ambition of a country , ® . 

ambition may be somewhat different from merely 
tion of a sum total of aggregate gams, especially ‘f , 0 “® 
nises the possibility of conflict between the economic interes 
of the nation as a whole and of some of its members. 

5-2 The doctrine of protectionism is based 
foundations of relative differences in “S 

of countries and the ®®Pi'^»tions of underdevebped ^ 
to acquire the power and capacity to Produce in f 

the utility-value of what can be produced under ®»“ditu>n 
freedom of trade. Schmoller stated this clearly, though 
what crudely, when he asserted that : 

“The free traders forget that unrestricted Free 
TraV between all countries brings about 

sales and rising prosperity for the 

ed bv Nature and historic development but, m 
case of those neglected by Nature it may ea ly tob 

them of their industries or No people 

out defending itself. 

In the context of the tSy of protection 

ment in a^nd is to-day a weapon not merely 

acquires a new onentatio ^^.^J^^ industries but an 

^”er“ 1 S for r^uSt^g forei^ trade to promote economic 
development. ' 

101. Official Papers, p 391, 

♦ See Vol. I, pp- 1—®- 
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5 3 The role of protection as a moans for industrial 
development was first propounded in the concept of ‘discri- 
minating protection’ by the Fiscal Commission of 1923. Their 
formula required that an industry receiving protection should 
satisfy the three conditions : 

(a) possess natural advantages in regard to raw material, 

power, supply of labour or a large home market, 

(b) that without protection there was no likelihood of 
the industry developing at all, and 

(c) that it had sufficient ultimate comparative efficiency 
as to be able to face outside competition eventually 
without protection. 

The charms of discriminating protection held leading 
Indian economists in awe for almost a generation and few 
noticed that the rigid application of these conditions had 
prevented many nascent industries from receiving protection 
and retarded setting up of industries that might be consi- 
dered key industries or of strategic importance. It is true 
that the powers of the ad hoc Tariff Boards set up in 1945 
were wide and they could recommend protection to any 
industry if they were satisfied that it was an industry to which 
assistance should be granted in the national interest. Even 

then, the Tariff Board was required to satisfy themselves 
that 


(i) the industry was an established one, 

(ii) it was conducted on sound business lines, and, 

(iii) it would be able to do without protection within a 
reasonable time. 


obvious that even with the widened scope, the 

lariff Boards were severely impeded in their discretion and 

were unable to use protectionism as part of a djmamic policy 
for planned development of industries. It was only with the 
dawn of independence that the country could visualise the 
development aspect of protection, and boldly assert in its 
resolution on Industrial Policy* that : 

“A dynamic national policy must be directed to a 
continuous increase in production by all possible 
means,” and, that “the tariff policy of Government 
will be designed to prevent unfair foreign competi- 
tion and to promote the utilisation of India’s resour- 
ces, without imposing unjustifiable burden on the 
consumer.*’ 

• See Vol. I, p. 238. 
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5'4 The report of the Fiscal Commission of 1949-60 

marks the entry of Indian protectionist policy in its last and 

final phase viz., linking protection of industries to an overall 
planning of economic development and making tariff protec* 
tion an instrument for furthering economic development of 
India. Economic Development in India is more or less 
synonymous with the idea of industrialization, and tariff 
protection has to play the rolo of assisting in the develop- 
ment of industries.* Broadly, one could sum up the mam 
a 3 pe<ts of a dynamic policy of protection as implying the 

following : 

(a) all defence and strategic industries should be protec- 
ted on national considerations, whatever the cost ; 

(b) protection to basic and key industries coming under 
"Planned” development ; 

(c) "Commercial” industries should be protected if 

(i) its comparative cost of production is such as 
to enable it to achieve sufficient efficiency 
within a reasonable time so as to enable it to 
carry on without protection or assistance, 

(ii) it is an industry to which it is desirable to 
extend protection in the national interest. 


Fiscal policy during the last decade has recognised that 
prior establishment is not essential to obtaining protection 
and that anticipatory protection can, and should, grantc 
to those industries which require heavy capital mvestm^t or 
whose products are so highly specialised as to limit the mo 
lity of its personnel. 

6-5 Tho establishment of a permanent statutory Tanff 
Commission by tho Tariff Commission Act of 1952 was a majo 
step forward m setting up a specialised machinery for conti 
nuously watching the working of the protectiooist tariff. Ihe 
Act enjoins on the Commission functions wider than mere 
"tariff protection" and lays stress on the developmento 
aspects of protection. The Commission has broadly the follow 

ing functions : 

(a) inquire into claims for initial protection, 

(b) examine the case for continuation of protection, 

(c) review periodically the working of protection partly 
culorly with reference to production, costs ana 
prices of protected industries, 


• For an analvfiis of the imporfconoe of lodastriftl Development, See 
Vol. I pp. 222— 226. 
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(d) undertake price-fixation enquiries, for eommoditiep 
whether protected or not, 

(e) advise government on matters relating to imposition 
of anti-dumping duties and retaliatory ineasiires, 
and, negotiations of trade agreements and tariff 
concessions. 


The powers of inquiry and advice can be exercised by 
the Tariff Commission only on a reference being made to it 
by Government, except in oases of continuance of i)rotcclion 
where the Commission is empowered to make a suo moto 
review, and recommend modification or abolition of protec- 
tive duties which during the period of protection can be 
altered only on the advice of the Commission. 


5'6 Arguments for Proiection}^^. The academic con- 
troversy between Free Trade and Protection is perhaps as 
old as trade between nations. It is, however, cloub'.ful 
whether in any country technical bodies entrusted with the 
task of advising on tariff-making have in fact approached 
the question from any of the more general argnmmts 
advanced by protectionists. It is generally believed that 
the older approaches to the question of protection have now 
been outmoded as a result of the growth of planning and 
that now-a-days an underdeveloped country seeking to raise 
its level of living by planned effort must regulate its furcign 
tra le and promotional efforts relating to its indigenous 
industries in accordance with the broad objectives of plan- 
ning. The more important questions now relate to the 
economic objectives capable of being attained through a 
prot-ctionist-tariff, while theoretical arguments to justify 
the adoption of a protective fiscal policy have been relegated 
to the background. Fundamentally, of course, it still 
remains true that ineflScient industries cannot be bolstered 
up except through permanent extra burdens being imposed 
on the consumer so that successful protectionism docs involve 
the conversion of indigenous industries ultimately into 
positions of comparative advantage. In a sense, therefore, 
the case for protection is not a general one, but one dependent 
upon the favourable potentialities of intervention by the 
state on behalf of particular industries where the specific 
circumstances of time and place are conducive to efficient 

growth. The arguments for protection have been succinctly 
• 8tated‘«3 as follows 


A scientifically designed tariff equalises the produc- 
tion costs of the home and foreign producer ; 

IS?’ M® Coyajeo-liidiilTsoal Problem, Lecture 1 . 

103. Moguxro— The British Tariff System, p. 88. 
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assistfincc is given to nascent and temporarily 
depressed industries; home markets are created and 
existing markets are stabilised; it assists the for* 
mation at home of large producing units which are 
better able to compete with the foreigner in the world 
markets; and that where the home market is impor- 
tant to the foreigner, it induces him to sink money 
in the country in order to retain it. As a conse- 
quence, emplovinent is increased; wages tend to rise 
and idle capital and labour are brought together. 
Hence greater prosperity will result behind the 
tariff barrier and the receipts from direct taxes will 
sw ell, so that the need for revenue from imports wiU 
become less urgent. Further, the protective tariff 
will strengthen the bargaining power of Government 
in its eff’orts to obtain access for the domestic 
products in the foreign markets, and. therefore, 
assist in any endeavours towards a general lowering 
of the tariffs. If. in addition, the Government is 
permitted to discriminate with rates against imports 

from particular countries, it has greater ® 

retaliation when the nation’s tariff is y 

expedient to ensure the maintenance of certain key 
inLstries within the country in order to preserve 

the safety of the State in time of war. 

5-4 Working of the Proteetke Tariff The Tariff (^mmi^ 

method of tariff protection on “-works 

the Commission has been J 1 , 3 ^ 

production analysis, , att^pted in its cost 

decade various refinements hav j-iCp,,u„ Kog been to allow 

analysis. The Commission’s main diffiou^^^^^ 

for variations in cost, reg y jjjg problem by taking 

ducers. They have f tempted to^oWe^the prob^^ 

utive’"’* unHs onhe y’,j.*^'^,’ 3 lS"g''pr?ce“’’ 'tus S 

s'Xr -1. "" 

of Intamational Trade. Chapter XVI 

. NoTtotrionfoeed with the Marshallian idea of a Bapresentative 
Firm. 
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able to determine the quantum of protection needed, for the 
period 1952-1002, ^vhieh constituted the decade of the 
Commission's activities also was a decade of strict import 
controlonthe whole, so that it is difficult to separate the 
protective effect of the tariff and the protective effect of 
sev.'i-ely limited competing imports. In fact, the short period 
within which a fairly large number of industries were de- 
protected could be explained perhaps as much by the conti- 
iiuetl protective effect of import control as by possible impro- 
vements in efficiency and reduction in costs of production. 
The unusually high 'level of the revenuetariff has also undoub- 
tedly contributed to a protective effect for it is well-know 
that in many cases the Tariff Commission merely suggested 
conversion of the existing revenue duty to a protective one. 
In some quarters there is a tendency to take up the highly 
fallacious attitude that “Import-control measures arc in no 
sense part of the scheme of tariff protection." If by such a 
statement it is intended simply to imply that import-control 
is not actuated by a specific desire to provide protection in 
the traditional sense of the term, tlien it is fatuous ; if any 
other sense is implied, it is wrong. 

6. Commercial Policy and Trade Agreements. 

6T Recent trends in foreign trade and difficulties in our 
balance of payments have focussed to the forefront development 
in our commercial policy because external trade today consti- 
tutes one of the most strategic factors in the programme of 
India’s economic development. It is being increasingly recog- 
nised that the Balance of Payments of a Country — least of all 
of one engaged in a gigantic experiment of planned develop- 
ment — is not an autonomous entity ; it is only a reflex of the 
relationship between its internal economy and the rest of the 
world. There may be need, specially in the short period, to 
attempt to influence the balance of payments position (partly 
in the quantitative sense, but mainly in regard to the factors 
determining its composition and countrywise allocation) by 
adopting devices like exchange controls, tariffs and trade 
agreements, State trading, large-scale international move- 
ment of funds and “aid" programmes from fiiendly countries. 
It might be clarified that such a commercial policy, designed 
to influence the balance of payments position, need not neces- 
sarily be directed towards a reduction in imports. A pro- 
gramme of industrial development would normally require 
large imports of machinery and equipment, which may, in fact, 
inc^ase the total volume of imports. As industries are 
gradually established, the type of imports would undergo a 
turther change, and, intermediates and semifinished goods 
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would replace manufactured imports. To s^art with, much of 
capital imports must borrowed, necessitating in course of 
time aa oxp )rt surplus for repayment. The p 'Sition was well 
summed up by the expert team of bankers for the World 
Banlc'®^ in the following words : — 

“The emphasis given in the programmes of industrial 
development to import saving by no means implies, however, 
that the import requirements of India will necessarily follow 
a declining trend over the next 5, 10 or 15 years. On the 
contrary, it is likely that as the Indian economy moves 
towards progressively higher stagi *8 of development, new typos 
of import required to sustain this progress will outweigh the 
economies achieved in other areas. The greater the pressure 
for rapid industrialization and general economic development, 
the greater the likelihood that there may be a progressive 
racheting upward of import requirements. This further under- 
lines the necessity of giving high priority to the investment of 
effort, money and talent to the export field where^the de- 
velopment of market^ often takes a cnnsiderable time. 

6*2 To the above one has only to add a ultimate repay- 
ment burden of India’s foreign liabilities and interests theieon 
to realise the largo export-surplus that would be needed m 
course of time. It seems, therefore, necessary to diversity 
our exports, for with growing competition from producers in 
other countries and greater intensification of dangers trum 
growth of substitutes, we might find our vulnerability ratner 
dangerous if we continue to rely on a few basic traditional 

items as we have been doing in the past. In this contex , 
however, w'e must recognise that a major factor ® 

India’s trade over the coming years stems from the trao ng 

and commercial relations which are being 
our commeraal treaties and agreements relating to trade wit 
individual countries. It has been c aimed th it the U)t 
value of trade with trade agreenrent countries has been o^ 
the increase at faster rate than overall ® j^^eased 

countries with whom we have trade agr®®“®"* percent 

from less than 67 percent of the total "I being 

in 1959 ; the total value of exports to these 
ns much as Ks. 449 crores out of a total of Rs. b 

during 1959. Exports to f"„‘‘“yea« horn the 

countries have increaseti over the *® 54 „ores in 

negligible amount of Rs* 7 crorcs in mvith these 

1959, largely through trade agreements conclud 

countries.*'^®® 

EooDomio Mission, March 1900. vida article in 

106 Sri S. Bangaoathan 

Problems in the Third Flan, p. 117. 
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It should^ however, be borne in mind that g^o^^dh of ex- 
ports to ‘trade agreement’ countricH is, by itself, not very 
important if it simply represents <a diversion of experts from 
one area to another. Such beneticial results for trade-agree- 
ments should be more appropriately be elaimed onl3’' if a total 
increase in our export earnings takes plaeo, and, it is doubt- 
ful whether any significant part of the increase in our export 
earnings was in reality due to these agreements. 

6-3 The General Agreement on Trade and Tariffs (G.A.T.T.) 
India is one of the original signatories to tliis agreement which 
aims at a general reduction in tariffs and pr<>motion of multi- 
lateral trade and payments. It has been possible for India 
to obtain valuable tariff concessions from several countries 
and thereby expand her trade. When tlie General Agreement 
was originally signed, India had not embarked on ambitious 
plans of economic development. The period 1050-55 
however, mnrked the beginning of a new era of attempts at 
rapid economic development in under-dcveh)ped countries 
through government sponsored cccnomic planning. It was 
obvious that under-developed countries could not be expected 
to grant reciprocal concessions under the G. A. T. T., 
if such concessions adversely affected their development plans. 
Accordingly it was agreed in 1955 by its ninth Review kSession 
that under-developed countries could impose sufficient cjuanti- 
tativo restrictions on their imports to conserve and build up 
their foreign exchange resources to be utilised for their econo- 
mic development programmes. Thus Article 1 1 of the G.A.T.T. 
gives the fullest scope to the Government of India to restrict 
imports, if such restrictions were necessary to safeguard the 
balance of payments position— the manner of imposing the 
restrictions and commodities on which they are to be imposed 
being left to the discretion of the Government of India. This 
facility, together with the original principle of exclusion of 
protected industries from the automatic operation of conces- 
sions, has enabled India to ensure that concessions granted 

demonstrably in the interests of national economy. 
Finally, the G.A.T.T. does provide for promotion of freer 
trade and elimination of preferentialism in international trade. 
It provides that whatever concessions are granted to one 
country must bo immediately and automatically extended to 
P A contracting parties, so that the membership of the 
ti.A.T.T, obviously enables India to obtain the most favoured 
nation treatment from all the contracting parties. This is 
ound to be a valuable source of strength when our export- 
reoomng countries undertake tariff negotiations with our 
economic competitors. 

6 4 Trade Agreements. It has already been pointed out 
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that trade agreements have been playing an important role in 
our foreign trade, particularly in promoting exports. The 
following are some of the more important agreements under- 
taken in recent years : 

(a) 1958-59 A new agreement was concluded with 
Ethiopia, U.S.S.R. and Iraq. The period of validity of the 
agreement with U.S.S.R. is for five years, while the other two 
are only for one year. Agreements with many other countries 
were extended or modified. The chief purpose of the agree- 
ments has been the ensuring of a balance in our bilateral 
trade. They also attempted to enlarge the markets for Indian 
exports. The mechanism for achieving these ends was three- 
fold, viz. 

(i) providing for payment for imports in non-convertible 

rupees, thus ensuring that they are used for the 
purchase of Indian goods ; 

(ii) providing credit arrangements to facilitate purchase 

of Indian goods; and, 

(iii) fixing monetary or quantitative ceilings for imports 
and exports. 

The other important agreement to be signed d'^ring 
1958-59 was with the U.S.A. providing for the import o 
wheat against export of manganese ore and ferro mangane. - 

(b) 1959 - 60 \ The old agreements with China, 

Hungary, Indonesia and Viet Nam were extended for ^7'”® 
periods and new agreements were concluded wi^ a g 

number of countries, chief of whom were tfdavia 

many, France, Italy, Poland. Switzerland and Yugoslavia. 

Broadly the provisions were as follows : 

(i) the East European Countries would receive paymen 

in non-convertible Indian Rupees, 

fiil the West European Countries would take larger 

Indian exports so as to correct the imbalance ar . 

"t ofTarger imports f.om these countnes mto 

India. 

non-traditmMh^^ Five of the older agreements '"“e renewed 

and four others were ^” 0*10 and^rSsfo while a' 

agreements were concluded with ® ® Wgpal which 

ten-year Treaty of Trade and commerce with Nepal, wm 


tOREION TRADE AND FISCAL POLICt 


253 


expired on 31st October. 1960 was replaced by another. The 
various agreements continued to be used as instruments for 
reducing the imbalance of India’s foreign payment situation 
and strove to stimulate our exports by developing trade nitli 

fresh markets and new commodities. 

The total number of trade and payments agreements in 

force at the end of lOGO-Gl was 26 and covered i>ractically all 
the important trading countries of the world. 

7. State Trading. 

71 The Third Five Year Plan has reaffirmed faith in 
State Trading, stating that "State Trading has to be under- 
taken on an increasing scale according to the needs of the 
economy.” There are indications that State Trading would 
be extended in suitable directions, particularly in developing 
exports. It would appear that faitli in the efficacy of State trad- 
ing has been on the increase, and whatever miglit have been 
the origin, at present the increasing part played by it is not 
so much due to ideological reasons as its having established 
itself as a potent and effective weapon for furthering the 
country’s economic development and economic policy. This 
has been made po-sible by the spectacular results achieved by 
the State Trading Corporation established in 1056. 

7 2 Development of the idea of State trading in India has 
been a slow progress. In fact, it has a chequered history', the 
idea finding favour with one Committee and being treated 
with considerable scepticism by another. In view of the pro- 
nounced tendency towards a socialist pattern of society ns an 
ideology, the government has, since independence, attached 
considerable importance to the concept of State trading. As 
early as 1949, a committee was appointed to go into the ques- 
tion. This committee was in favour of State trading and 
recommended : 

(i) establishment of a Statutory Corjwration for under- 
taking the activities of State trading, 

(ii) undertaking by such a Corporation the trading 
activities relating to 

(a) foodgrains and fertilizers, 

(b) departmental imports and exports of a commer- 
cial nature, 

(c) import of East African cotton and export of 
short staple cotton, 

(d) export of products of cottage industries. 

The committee favoured the idea of raising revenues for 
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the State through profits on State trading. In this respect^ it 
was only anticipating the idea later adopted in our planning 
literature that surpluses of government commercial under- 
takings were a legitimate source for investible funds. 

Subsequently, during the later phase of the First Five 
Year Plan, another committee was appointed* to go i«to the 
question. This committee took up an opposite view and helU 
that conditions in the world market had altered so much as 
to make it unnecessary to establish a SteVte trading organisa- 
tion to import foodgrains, cotton and fertilizers. The com- 
roittee however, considered that in a limited sphere, like expor 
of products of small scale and cottage imlustries, there was 
scope for State trading. In sliort. this committee considered 
State trading more as a means to prop up specialized expon 
for helping comparatively antiquated production 
rather than as an overall measure of governmeiita-l poUcy l 

regulating trade. 

7-3 The Taxation Enquiry Commission"” of 1953-54 
approached the question of State trading from the rovenue Mint 

of view and came to the conclusion that ““ 

results may be expected from State trading over a ^ort 

period.” Their conclusion was based on their assessme 

that 

(a) the governmental machinery was inadequately 
equipped to handle such responsibilities, 

(b) such operations were suitable when prices were 
rising 

TheT. E. C. distinguished between State ^^^^ll^^atter^as 
field of foreign trade and intcr^lly regarding 
an aspect of fiscal monopoly. In the case />f .^n- 

also they were inclined to the view that lack of expert per 

nel might operate against their success. 

7-4 Functi<ms of the Stale Tradiif Corporation The 

GoTeCMt holding 

the entire capital. 

The objects for which the company was established are . 
(i) to organise and effect exports and imports into 


Krislinamurtty Rao. 

107. See Report Vol. I, pp. 207-09. 017.10 reffardins 

lOs! Compare with view expressed la Vol. I. pp. 217-19 regarai g 

State Trading in foodgrains. 
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India of all sucli goods and commodities as may be 
determined by the Company liom time to time, and 
to undertake the purc-liase, sale and transport of 
and general trade in such goods and commodities 
in India or anywhere else in the world ; 

(ii) to acquire and undertake Ihe whf le <jr any part of 
the businc^s, property and liabilities of any person 
or Company and to improve, jiianage, develop, grant 
rights or privileges in respect of, or, otherwise di al 
with all or any part of the property and rights of 
such person or company' ; 

(iii) to .subscribe for, take, or otherwise acquire, and 

hold share.', t.toek debentures or other sccur,t!i8 of 

any other company ; 

(iv) to give guarantci:.s and indemnities for tlie perfor- 
mance of contracts in which the Corporation is 
interested ; and 


(v) to do all such other things as are incidental I or con- 
ducive to the attainment of the above objects. 

It IS obvious that a Government owned am! Government 
controlled organization like the S. T. C. must become in 

course of time a powerful economic entity and use its mono- 
polistic position to derive large profits of the nature of extra- 
Farhamentnry source of taxation. From the point of view 
of pure theory of public finance there can be little objection 

men Of various ele. 

inents of cost included m the price. Such profits would bo 
a much needed addition to resources required for planned de 
velopmen . Wbether, politically it is incumbent tlmt if sueb 
additional revenue is to be raised, it must be through specific 
taxatio^n mea.sures levied rvith the approval of the fepresenta 

™*'her than by Charging 
high prices, 13 a question which does not interest the student 

furthei'\hrsTc In pure theory, 

"Sency to trra^ge forprocure^ 

and distribution of ^farce commodities in the interest nftho 
consumer. However, it must be admitted that thl B T c has 

not always been successful in protecting the intefe-ts of th! 

with the result that it wL noral^^ays possllle to 
at the prices fi.xed by the Corporation,™ i o'^\he S T c" 
not, m effect; prevent black rnarketing. ' '' 

100. Third Aunual Report of the S.T.C. 
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7-5 S.T.C. and Foreign Trade. There is a feeling, 
particularly amongst traders and industrialists in the private 
sector, that the S.T.C, should confine itself to trading with 
countries where trade is canalised through State channels. 
It is difficult to accept such a contention. The S.T.C. is an 
additional organ of trade to give effect to some of the econo- 
mic policies of Government. While trading with State Or- 
ganisations and with monopoly organisations of other coun- 
tries might be a particularly suitable aspect of its activities, 
neither the objectives with which it was set up nor its subse- 
quent role justifies such a narrow interpretation of its func- 
tions. It might be pointed out that in the realm of foreign 
trade the part that the S.T.C. is expected to play is very wide 
and was summed up admirably authcritatively"® as follows. 

(a) monopoly import of specified commodities, 

(b) trade with totalitarian countries i.e. those whose 
trade is canalised tlirough State channels, 

(c) trading with monopoly organisations in other 
countries, 

(d) promote trade on link basis, 

(e) promote exports and diversify foreign trade, 

(f) make compensating transactions by arranging for 
import of one commodity and export of other com- 
modities, 


(g) enter into barter deals. 

The S. T. C. has, with a view to 
functions, entered into special agreements and tr^e p 
secure a ‘balanced basis'. Some of the recent ag 
this type are the following : 

195S-59 : Agreements with foreip '’'j '^MnnSa'^^The 
of Cseehoslovakia, Hungary, Yugoslavia “”^,^iion to 
speciBc feature of these agreements was the 
effect or actively facilitate exchange of specified comm 

1959-60 ; Agreements with ‘^ade organisation 

state associated or private) of China, ^ designed 

Switzerland and Viet Nam. These d /o„modfties. 

actively to facilitate the exchange _ P . imports and 

They further attempted to secure certain es- 

to open up wider and newer markets for India s exp 
pecially the non-traditional items of exports. 

The volume of business handled by the S.T.C. during 
April 1959 to 31st March 1960 is asfollons . 

of t he Lok S»bha, EgWy sixth Report. 
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Exports 

Imports 


Rs. I0G2-07 laklis 
Rs. 284417 lakhs 

Total Rs. 4506-84 lakhs 


The recent Report"^ of tho Import and Export Policy 
Committee (of which the chairman was Shrl A. Ramaswami 
Mudaliar) examined the grievances of the private sector care- 
fully and stated : - , 

“We have carefully analysed tho programme oi the 

Corporation's work over the past few years. It 
seems to us that much of the criticism against the 

S.T.C. stems from a misconception of its role and 
functions " 


7‘C Summary of Financial Position of S.T.C. 


1957-58 1958-59 

Rs. Rs. 

1. Capital subscribed and paid by 

Government of India ... 1,00,00,000 1,00,00,000 

2. Other than by Government of 

India ... «*• ... ... 

3. Borrowings ... ... 2,46,68,377 3,01,52,540 

4. Free reserves and surplus ... 1,30,00,000 2,58,72,128 

5. Other liabilities ... 4,16,67,085 9,39,87,105 

6. Total 1—5 8,93,36,062 10,00,11,782 

7. Gross fixed assets 


8. Depreciation 

9. Net fixed assets 0,46,537 0,58,053” 

10. Stocks and Stores/Current assets 2,89,70,850 8,11,80,316 

11. Outstanding, advances, and 

investments ... ... 4.54,02,184 7,59,62.084 

12. Other investments including cash 1,43,10,485 21,71 329 

13. Losses (Total) ... 

U. Total 9—13 ^93,36,002 10,00,11,782 

15. Wage bill for the year (Rs.)... 31,00,000 41,78,000 

16. Number of persons employed 

(actuals) ... ... 1,221 1,673 

17. Interest charges during the 

year(Rs) ... ... 5,3C,7uO 10,35,566 

10. Net profit for the year before 


(Rs.) ... ... 2,13,08,689 3,32,78,933 

19. Value of output in the year (Rs.)28,38,03,124 38,57 87 114 

20. Value of sales (Rs.) ... 28,57,61,882 35i95io2!643 

21. Government subsidies if any, (Rs.) 


N. B. Accounting year July — Juno 

111 Report submitted on 28th February 10C2, p. 44 


Source C.S.O. 
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7'7 S. T. C. and Economic Welfare. In pure theory, one 
could conceive of the S. T. C. playing an important role in 
promoting economic welfare of the country. It could bring 
about a sa\’ing in foreign exchange and help in lessening the 
adverse balance of payments. It could, by promoting exports 
and diversifying foreign trade, help to make our terms of trade 
more favourable. By entering the market, it could help to 
stabilise prices, at least of the more important essential 
commodities. It could even be the agency to arrang for 
procurement and distribution of scarce commodities in 
the interest of the consumer. It could do all this and 
probably more ; the ardent advocate of State participa- 
tion in economic life regards the S. T. C. as the custodian 
of trade policy just as the Reserve Bank is the custodian 
of monetary policy. Planners all the world over, and 
particulary in India (because of the paternal official 
outlook and an unbounded confidence in the knowledge and 
ability of our services), hold the view that trade in general, 
foreign trade in particular, can always be managed more 
efficiently by the State than by private enterprise* This view 
has been further strengthened by the Constitution of India 
enjoining the State to secure “that the operation of the econo- 
mic system does not result in the concentration of wealth and 
means of production to the common detriment.’^ In fact, the 
whole concept of the relative roles of the public and the 
private sectors is undergoing a change, and, the two are being 
increasingly looked upon as parts of a single organisation 
under a Planned Economy rather than as separate entities.* 
There is, therefore, every reason to believe that the State 
can successfully intervene in economic life to promote welfare, 
and limitations of administrative adaptability are merely 
short period practical “brakes"’ rather than insurmountable 
obstacles. The S- T. C., however, is still only a marginal 
influence. The total volume of trade handled by it is estima- 
ted now to be about Rs. 60 crores,^** which is an insignificant 
proportion of our national dividend. It has not so far obvi- 
ously reached the point where it can be said to be in a posi- 
tion to efl'ectively modify the economic situation as a whole. 
But it is a potential power, and like all potentially powerful 
weapons, it can be used for good or evil. Whether it would 
become in course of time only an iiritatiug fifth wheel in the 
chariot of progress or will be an efficient channel for giving 
effect to the economic policies of Government remains to bo 
seen. One must, however, bear in mind that the inexorable 
forces of economic life are not always either easy or even 

• See Voi. I, pp. 22—25, 30—32. 

112. Report of the Import aad Export Policy Committee ch V, 
para 13. 
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possible to dictate. Tlierc are also limitations of knowledge and 
infc rmation available. Loose tliinking sometimes prompts 
one to assert that State Trading can achieve miraeles, that 
it can bridge the gap between demand price and the cost 
price. Behind such fa. ilc claims is the misconception that 
Government are aware of the demand and supply situations, 
and. therefore, can suitably adjust the price of the products 
in whicli it trades so as to minimise the gap. Such, however, 
is not the ease and one should not pursue a mirage riding on 
soap-bubbles. 

8. Terms of Trade and Indian Foreign Trade. 

8T The primarj’ measure of a country’s economic gain 
from international trade is its terms of trade, and, the favour- 
able or unfavourable movement of the country’s terras of 
trade. The measure which is the simplest and the most 
frequently used is. the ratio between expurt prices and 
import prices. Since costs arc not constant, the prices 
of different export goo<ls (or import ods) will not 
indicate parallel movements. This leads to difiiculties in 
statistical measurement and compels use of averages of ex- 
port-prices (and import prices). In a sense, thorcfoie, move- 
ment of terms of trade — for or against — may give an illusory 
index of gain or loss; i.e. like most statistical proofs they may 
hide more than they reveal, but as illustrative of likely 
increases or decreases in benefits from foreign trade, they are 
useful on the asfuniption that other things remain equal. 
Of course, it is elementary knowledge that an adverse move- 
ment of terms of trade is raerelj' indicative of a reduction in 
benefit from international trade and not of loss from it, un- 
less, of course, it were necessary to continue it because of 
compelling uoii-economic considerations. 

8*2 Arguments are often advanced to claim that 
diversity in export trade is desirable to improve one’s terms 
of trade ; again, it is often argued equally forcefully that 
concentration on a f»;w articles tends to create conditions 
akin to a monopolist supplier and enables realisation of better 
terms of trade. Both views are fallacious. A country’s 
position is not iiecessarilj’ more vuln'^rable merely because 
its exports are made up of a few traditional articles ; nor 
does it neccssarilj' have a weaker bargaining position because 
of a large number of export items each contributing a small 
proportion of the total ex})ort.value3. Usually the concept 
of the terms of trade implies : 

Index Number of Export-Prices 

Index Number of Import Prices ^ 
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The index so derived is compared with that of the base 
year ( = 100), and, it is roughly possible to indicate whether 
terms of trade are becoming more or less favourable, bearing 
in mind that the basis is to regard the terms of trade in the 
base year as normal. The comparison, however, becomes 
rather unsatisfactory when a substantial shift takes place in 
the composition of a country’s trade from agricultural to 
industrial commodities or vica versa. 


8'2 Readjustments of foreign trade do not take place in 
the very short period so far as composition and direction of 
trade is concerned. The immediate effects on foreign trade, 
therefore, are from changes in prices and the movements in 
terms of trade are usually the outcome of price-changes. 
Taking 1948-49. as the starting point (India in the present 
sense came into existence on 15th August 1947), we find the 
position in the first two years of the trade of Independent 
India as follows : 



Source : Reserve Bank of India Bulletin, July 19o0, 


Looking at details, we find that terms of trade were 
most favourable to us in May 1948. However, they 
against India till early 1959. There was an increase m tne 
volume of Imports as also a rising difficulty in ^alanc 
payments. The volume of exports declined, 
spices and raw materials where the export-prices were us 

higher than general level of prices. 


8*3 We have studied earlier the nature of our 

of trade and our balance of payment during the deca 
1950-1960. The last decade constitutes a decade of 5 

and, as pointed out earlur, the needs of planning ex 
considerable influence on the quantum of our foreign «-aa 
also on its composition and direction. As a resu t. our t 
of trade moved against us for sometime. The .gry 

ment continued till 1957. and though there has been reco^^ 
thereafter, both 1958 and 1959 continued to 
trade which were more unfavourable than we had in 1 J 
The figuresfor the midyear of 1960 { i.e. July IdCO, 



fouktgn tkadk and ft5;cal rnijrv 



the latest available lur (•(Hnparative stinly)* shows a di liiiito 
favourable swing. The following figures illustrate the 
position : 

India’s Terms of Trade 


(Base : 1953 = 100) 



1950 

l»o5 

1950 

1957 

1958 

11)59 

July 

1960 

Export 

Prices 

98 

100 

101 

101 

100 

98 

109 

Import 

Prices 

90 

93 

94 

104 

97 

95 

94 

Terms of 
Trade 

109 

108 

107 

98 

103 

103 

IIG 


8 4 The Future. A precondition of our planned econo- 
mic development as visualised in the Third Five Year Plan is 
a high import-surplus. This inevitably implies that when 
the urgency for heavy imports is reduced, an export surplus 
will have to be built up to repay the maturing credits. Of 
course, the need for such surpluses in the immediate future 
may not be much, but they gradually increase until they 
acquire significant proportions. It is clear that “aid” ought 
to be accompanied by trade, and, creditor countries must 
take substantial exports from India as it is unlikely that the 
old concept of multilateral free trade would ever revive 
sufficiently to enable India to achieve an adequate export 
surplus otherwise. 


Bulletin, e.g. March 1962 gives in 
on terms of trade for 1059 onwards with 

indoi wHh as 
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1. The Monetary System-- its nature since 1947. 

ri In no field of economic thinking has there been 
more profound change than in the concept of the 
monetary standard. Earliar ideas of convertible currencies, 
particularly links to gold or international free convertibility, 
have more or less been abandoned ; in fact, even the common 
man hardly bothers as to whether the medium of exchange 
that he handles everyday is ultimately anything more than a 
mere token, and students of economics rarely now need worry 
about the distinction between "face value’" and "intrinsic 
value"' or the significance of "truQ money" vis-a-m "fiat 
money". In this field of our study, therefore, it is futile to 
go back into history for the rupee to-day is, in reality and in 
effect, an inconvertible currency with no ultimate internal 
convertibility in terms of anything other than money, while 
its external convertibility is hedged in with such severe 
measures of exchange control as to cease to have any signm- 
cant practical importance as a general characteristic, 

1-2 The bet^innings of a modern monetary system for 

India were laid on 1st March 1947 when India became a 
member of the International Monetary Fund. With the esta- 
blishment of the I.M.F. . the world more or less abandoned 

its old love, the Gold Standard, and entered into the new era 
of managed money. Prior to this crucial date, India had 

what was commonly known as the Sterling 

dard. with the Reserve Bank of India maintaining a foreign 

exchange rate of Ish 6d for the rape.. In a 

lees revolutionary change which took place ^ 

ing the International Monetary Fund did not >^eally a 

complete break from the past for under the new eye e”, th 

rupee obtained (or rather, was gjven) a a 

through the I.M.F. which maintained 

for the rupee. The new parity rate, it might >>; 

was a decision of I.M.F. and the Government of India througn 
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the Reserve Bank of India. The change, however, was subtle, 
and while in theory the rupee continued to be convertible into 
any foreign currency, in reality its convertibility was subject 
to the provisions of Exchange Control Act of 1047. Thus an 
interesting paradox began to exist, I’u., while the issue de- 
partment of the Reserve Bank of India was required, under 
the law, to hold Sterling as well as other foreign curren- 
cies (to enable, presumably, multilateral external convertibili- 
ty), the law relating to exchange control made it impossible 
to have such convertibility freely, especially in terms of the 

dollar (and other specified currencies) brought under the pur- 
view of the Exchange Control Act. 

2. The Currency System at Present. 

2’1 Basically, India to-day has an inconvertible paper 
currency, for the Indian rupee is internally not convertible 
into anything except itself ultimately liz. the one-rupee note. 
One could, of course, get small change but the face value of 
our small change coinage is much higher than its intrinsic 
value making it as much an inconvertible coin as the paper- 
note, In any case, limited convertibility in terms of small 
change does not contribute to convertibility as such which in 
traditional economic theory implied tlic ability of the holding 
public to reduce (or expand) the supply of money on its own 
initiative in response to its requirements of trade. 

2*2 The one-rupee note, the minimum unit of currency 
in the country with legal tendcrability, is issued by the 
Government of India. All other denominations of paper 
currency are issued by the Reserve Bank of India, \vhich has 
a special Issue Department for the purpose. The unwary 
student of economics may often be surprised by figures of 
"Rupee Coin in Circulation” issued by the Reserve Bank of 
India. It is necessarj^ to bear in mind that since June 7, 1947 
all standard rupee coins had ceased to be legal tender in 
India. The term "Rupee Coin iu Circulation”, therefore, 
ROW implies a total comprised of 

(i) Government of India one-rupee notes issued from 
July 1940, 

(ii) Quarternary silver rupees issued between December 
1940 and June 1946, and 

(iii) Nickel rupees issued from June 1947 

Of the above, quarternary silver rupee coins are in the 
process of being withdrawn, it being estimated^-* that out of 

113 Vide Reserve Bank of India, Report on Currency and Finance, 
1960-61. 
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a total of Rs. 94 crorcs of such coins outstanding on the date 
of discontinuance of their issue, coins of the value of Rs. 61 
orores had been retired upto March 31, 1961. Thus the phrase 
‘circulation of rupee coins today in India means that the bulk 
it represents one-rupee notes. Further, since none of the 
constituents of the rupee circulation in India is convertible 
internally into gold or silver, and since they are not "self- 
convertiblc^’ by “melting’*, due to their face value being 
much in excess of their intrinsic value, the ultimate internal 
inconvertibility of the Indian currency is self-evident. 

2'3 The note-issue in India was originally based on 
what may be termed as a sort of a “Proportional Reserve 
System”. According to the original provisions of the Reserve 
Bank of India Act, 1934, it was incumbent on the Bank to 
maintain not less than 40 percent as reserve in gold coins, 
gold bullion or Sterling Securities. The 1934 Act further 
laid down that the value of gold coin and gold bullion includ- 
ed in the 40% reserve was not to fall below Rs. 40 crores. 
The remaining 60 percent of the reserve — which covered what 
may be called the fiduciary portion of the issue — was to include 
Rupee coins, Government of India Securities, approved bills 
of exchange and promissory notes, subject to the further 
provision that the amount of Government securities held 
could not exceed a quarter of the total assets or Rs. 60 crores, 
whichever was greater. This was the method of regulating 
note issue when India had a Sterling Exchange Standard, 
a currency standard which was in a sense ideally suited to 
India in view of her not having an independent financial 
centre of International importance and in view of her subs- 
tantial trade links with U.K. and sterling area countries, 
though it undoubtedly did involve a considerable measure oi 
dependence on sterling. With India joining the International 
Monetary Fund in 1947, it was necessary to amend the law 
to include foreign currencies other than sterling in the reserve, 
and this was done by suitably amending the relevant pro- 
vision of the Act. 

2 4 The proportional system of note-issue that the 
1934 Reserve Bank Act prescribed was not strictly a “percen- 
tage*' system of regulating note-issue. Under a percentage 
system gold reserves were not to fall below the prescribe 
percentage of the note-issue, the intention being to 
convertibility. The Indian system, by permitting sterling 
securities to be included in the 40 percent portion along witn 
cold coin and gold bullion was strictly not a “percentage 
s\^8tem, though it undoubtedly did provide for a minimum 
value of gold coin and bullion to be held. However the 
variation introduced probably made the Indian system a little 
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le^s inis.'irntiti.- tli.Mi the system fd wlii-li tlie 

late Lord Kc-yiu's’^^ saw “no sound foundation in l<>g>c or 
common senL”, an.l evhich. actx.rrting to l,im ■‘appears to 
combine all the possible defects of systems of note regu- 
lation.” 


2-5 Recent amendments have moved the system of 

regulating note-issue further and further away f'orn the so- 

cafled fashionable "percentage” system. In l.)o6, an amend- 
ment wa.sundertaken which provided thatthe mmi.num reserve 
of cold coin and bullion should be of the value of Rs. 11.) 
erodes. The gold held was also revalued and separate louer 
limits were provided for the reserve held in (a) gold, and (b) 
foreign securities. The amended provision enjoined that 
the Issue Department of the Reserve Bank of India must 


maintain 


(a) Rs. 115 crorcs in gold, and, 

(b) Rs. 400 crorcs in foreign securities, though this 
could be reduced, under special circumstances to 
Rs 300 crorcs. 


In 1957, an Ordinance was issued by the President 
which furtlicr amended the relevant provision of the Reserve 
Bank Act and reduced the minimum currency reserve in 
foreign securities. The new provision made the following 
arrangement : 

(a) overall minimum reserve to be Rs. 200 crorcs, of 
which 


(h) gold coin and bullion to be not less than Rs. 115 
crorcs. 

Thus the amendment implied that the effective legal 
minimum for foreign securities was to be only Rs. 85 crorcs, 
while tlic gold portion of the reserve was to continue to be 
governed by the minimum limit of Rs. 115 crorcs. 

2 0) The Liabilities (notes issued) and Assets (gold, 
rupees and securities, foreign and Indian) of the Issue Depart- 
ment of the Reserve Bank of India indicates the relative 
movements of the reserves held to changes in total note- 
issue. The statement given below summarises the position : 

114. J. M. Koynos — Tieatiso on Money, Vol. II, p 268, 
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Reserve Bank of Indio 
(Issue Department) 

(In lakhs of rupees) 


(A) 

LIABILITIES 

Total 

(B) 

ASSETS 

' 

Year Notes in Notes 

A 

f 

Gold Foreign Rupee 

India 

circula- held in 

or 

coin Securi- coin 

Govt. 

tion Banking 

B 

and ties 

Securi- 

Depart- 

bull-ion 

ties 

ment 


• 



(1) (2) (3) (4) (5) (G) (7) (8) 

1951-52 1,189,84 27,78 1,217,62 40,02 625,27 63,98 488,36 

1955-56 1,339,39 17.08 1,356,47 40.02 656,52 106,87 553.06 

1958-59 1,593,88 19,34 1,613,21 117,76 182,04 133,99 1,179,42 

1960-61 1,863,13 18,94 1,882,07 117,76 134,99 126,84 1,502,48 

June 

1961 1.958,79 30,43 1,989,22 117,76 108,01 118,54 1,644,92 

Dec. 

1961 1,937,46 14,76 1,952,22 117,76 116,86 122,78 1,594.82 
Feb. 

1962 2,022.55 18,28 2,040,83 117,76 126,11 119,51 1.677.45 

Source j Reserve Bank of Indie. 

Two points regarding the above table need to be clari- 
fied. First, the concept of the term "rupee coin" should be 
borne in mind as it mainly implies one-rupee notes rather 
than coins as such ivide para 2’2 above). »Secondly the large 
increase in the value of gold (column 5) noticeable after 
1955-56 is due not to any increase in the quantity of gold hold- 
ings but to a revaluation of gold reserves undertaken on 
October i, 1956. The gold reserves of Issue Department wore 
previously valued at Rs. 2124 per tola and were valued at 
Rs. 62’5U per tola after 5th October, 1956. Thus, the gold 
holdings of the Reserve Bank of India have remained cons- 
tant in terms of weight throughout the period. 

2*7 The internally inconvertiible Indian currency 
system is in accordance with modern concepts of scientinc 
currency standards, for to day internal convertibility in terms 
of precious metals is regarded as a relic of the crude money 
when lack of confidence in the management abilities of mone 
tary authorities led to emphasis on such convertibility as a 
desirable feature. Modern monetary theory, however, lays 
greater emphasis on the function of money as a medium o 
exchange and recognises that for discharging this function 


2(y7 
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ffi • it is neither necessary nor desirable to m^hc 

efficiently it bein<» increasingly 

money internally come . r>]v to the reniilrcments 

automatic forces of a convertible gold standanl. 

2-8 The law relating to note-issue in 

which operJteJ in an international traile “ r 

severely limits multi!atcr.U (even bilateral) enn^ 

a country's currency. In the traditional GoUl . Stanch nl. 

movements of gold adjusted discrepances in 

inents and by influencing money-supply consefiuentiallj . 

brouciit about an altered condition of costs and productioi 

that led to readjustments of quantities 

imports, and capital movements so as to correct tlm ba anco 
of payments position The gold reserve of the Central Ihxnk 

had under the Gold Standard, the function of assisting m the 
maintenance of internal convertibility and external stability 
of the country’s currency. Such cannot be the function 
the Reserve Bank's gold reserve for the rupee has no internal 
convertibility, nor apparently has the reserve played any 
effective part in regard to external stability for the quantity 
of gold reserve has not been altered during the last decade. 
Perhaps, the gold reserve of the Reserve Bank of India 
is being held, f< rtuitousl 3 ' if not dcliberatclj^, 

"Partly, to provide liquid resources for use in 

ultimate emergencies ; partly, for rncrely 

psychological reasons to promote confidence... ^ ® 


3, Money Supply- 

3*1 The Concept. Recent rise of prices has focussed 
•attention on the important question of total monej^-supply 
with the public. A period of rising prices invariably revives 
interest in the traditional quantity theory of money wherein 
inflation was held to be the result of increases in money* 
supply. Without going into the intricacies of the theory of 
value of money, it would be useful to understand the changes 
in the money supply with the public during the last decade 
and the various factors which account for them. The con- 


us. Fora highly theoretical discussion of the object of a gold 
rasar\'©, see, Keynes — Tr«ati&e on Money, Vol. II, pp. 273-277. 
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cept of f ilial money supply with the public represents the 
total of currency in the hands of the public and the 
demand deposits of banks. It indicates the total volume of 
monetary media of exchange available to the community for 
use in connection with the economic activity of the country. 
As students of economics are well aware, the actual level of 

money supply at aii}^ given point of time is not so important 
as its variation over time.**'* 


3 2 The Volume : The table given below indicates the 
position in this respect : 

Money Supply with the Public 


(Crores of Rupee) 


Last Friday Currency 
of with the 
year Public 


Deposit 
Money 
with 
the 

Public 


Money Supply 
with the 
Public 
(2+3) 


Variation 
in Money 
Supply 
with the 
Public 


(1) 

(2) 

(3) 

(4) 

(6) 

1950- 

-51 

1,330*76 

640-30 

1,071*06 

+112-65 

1955- 

56 

1,505 22 

679*23 

2,184*45 

+264-26 

1956- 

•57 

1,556-49 

756*39 

2,312*88 

+ 128*88 

1957- 

•58 

1.607 13 

782*22 

2,389-35 

+ 77*12 

1958- 

59 

1,725-36 

774-23 

2,499-59 

+ 109-91 

1959- 

•60 

1,862*72 

84041 

2,703 13 

+204-97 

1960- 

61 

2,026-89 

874-83 

2,901 72 

+201*47 


Source : Reserve Bank of India 


N. B. Col. 2 excludes circulation of small coins, but Col.5 includes 
variations in its circulation; hence, the slight difference in the 
figure of Col. 5 as compared to the year to year difference in 
Col. 4. 

It is necessary to understand the composition of the 
items included in columns 2 and 3 of the above table. 
before analysing these componets, one interesting feature of 
the situation in India may be pointed out, viz., the preponde- 
rating significance of “Currency’^ in our Country. In India 
Column 2 is practically the determinant of Column 4 ; on 
the other hand, in the developed Countries where the 
banking habit is more fully developed, currency constitutes 
A relatively minor proportion of money supply as the bulk ot 

116. It would be helpful if at this atoga some simple 

the theoretical implications of the problem were sfudJea Dy 
(ho reader ; see for instance, Bonhom—Economics, 

Ch. XXXIII, 

4 
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the economy operiitcs through banks. Wliut <Iocs Cur- 
rency” signify in India? The components of currency witli 
the public i.e., column 2 arc : 

(i) Notes in circulation, 

(ii) Circulation of rupee coin, 

(iii) Balances of Central and State Governments held at 
Treasuries, and , 

(iv) Cash on liand with scheduled and reporting non-seh- 
eduled and Slate Cooperative banks. 

Thus Column 2 = (i) + (ii)—t‘‘‘)—(iv) as instance for 

1960—51. The calculations would be as follows*” : 


(i) 

...1,238-60 

(Rs. Crores) 

+ (i>) 

.. 135-68 


-(iii) 

4-42 

M 

— (iv) 

39-10 

M 

= Col.2 

.. 1,330-76 



Deposit money with tlie public, i.e., column 3 is a relati- 
simple concept and is made up of the following two 
items, viz, 

(i) Net demand liabilities of scheduled and reporting 
non-scheduled and State Cooperative banks, 

+ (ii) “Other deposit" with Reserve Bank of India. 
However, (ii) is really a very insignificant amount 
and the total Deposit money with the public i.e., 
Col. 3, is largely the result of (i). This maj' be 
illustrated for 1950-51 as follows**®: 


(i) 614-29 (Rs. Crores) 

-f(ii) 20-01 

= Col. 3 G40-30 


3-3 Factors Dctcrminini} V aviations of Money SujipUj. As the 
total money supply of the public shows large variations from 
year to year it is necessary to enquire into the various factors 
w-hich account for them. The main influences at work are. : 

(a) Government borrowing from the banking system, 

(b' borrowing of the private sector from the bankint^ 
s^'stem and, ® 

(c) changes in the foreign assets held by the Reserve 
Bank of India. 


117 For details relating to other years, Seo Report 
Finance, 1960-Cl, Statenaent 21 
llSSee reference 117. 


on Currency and 



270 


SOMS ASPECTS OF INDIAN ECONOMICS 


It is an elementary proposition of public finance that 
government’s total receipts may be, not only at a given point 
of time but also during a specified period of time, less than 
its expenditure. If it is not possible for Government to curtail 
its expenditure, the "deficit” must be financed by borrowing 
and this leads to what is known as the creation of creidit 
(which is, in effect, money) by the banking system including 
the Reserve Bank of India. Thus deficit financing* leads to 
the creation of additional purchasing power. This enables 
Government to draw upon the available "real" resources to 
a larger extent than it could have done if its expenditure had 
to be confined to its available receipts. It is often argued 
that such deficit financing contributes to ridng prices as it 
increases the competition for the available scarce real 
resources. 


So far as (b) is concerned, the position is simple. It is 
apparent that the private sector i.e. individuals ana business 
organisations must borrow from banks, and this must add to 
money supply, if tlieir current expenditure is in excess of 
their current income. This would also conlribute to a rising 
trend of prices like deficit financing, the difference being 
that an increase in Government indebtedness to the banking 
system is usually of a far larger amount than that of private 
indebtedness to the banks, and what is more significant is that 
Government could more or les8‘‘compulsorily” borrow from the 
Reserve Bank of India and thereby use its supreme powers 
to bring about induced inflation, a phenomenon often cryp- 
tically referred to as the use of the printing press for raising 
resources"**. Finally, there is the net adverse balance oi 
payments which reduces the foreign assets held by the 

Reserve Bank of India. Theoretically, there could bo a ne 
favourable balance which would increase our foreign asse 
holding, but under present conditions one might as well 
such a possibility. It is clear that if we have a net 
in our international paj’^ments relations vtVa-vis the res 
the world, we must meet it either by external 
running down our foreign balances, particularly our ster i g 
balances. The process is somewhat as follows — exports 
ing less than imports, the tendering of foreign .q, 

conversion into rupees would be less than pre 
tation of rupees for obtaining foreign exchange 

• For deficit financing as a plan resource in India, see Vol. I pp- 
4d2-454. 

119 See Dalton — Public Finance, Ch. XV. 
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make payments abroad. In other words, if imports exceed 
exports and there is a net adverse balance of payments rupees 
would flow into the Reserve Bank who would payout f'lrci^n- 
exchange. This would have the effect of reducing tlie circula- 
tion of rupees in India and decreasing: the money supply with 
the public — opposite results taking place when there is a net 
favourable balance of payments for India. 

We, therefore, find the paradoxical position that an 
expanding developmental economy would have contradictory 
forces operating simultaneously on the money supply with 
tlio public. On the one hand, expanding expenditure would 
lead to deficit financing which has the effo t of increasing 
money supply with tlie public; on the other hand, an inevitable 
adverse balance of payments may, if there is no other way of 
financing the excess, lead to a contraction of money supply 
with the public. However, if the adverse balance of pay- 
ments could be met by external assistance rather than by 
running down our foreign reservt s, the countervailing effect 
on money supply being absent, the impact of Budgetary 
deficits on net addition to money supply with the public 
would be greater. Thus, when an overall increase in money 
supply takes place, it is not necessarily correct to assign it 
to deficit financing as is usually done in quarters which are 
prone to devote only superficial consideration to such intricate 
problems. It could be due to deficit financ ing ; but it could be 
also due to either an increase in the private sector’s inilebted- 
ncss to banks or it could bo due to our Imving a surplus on 
our foreign account. Again, to put it the other way round, 
a given volume of deficit financing would lead to a larger net 

expansion of money supply if during the same period a given 

quantum of deficit in foreign payments is met by external 
assistance rather than by running down our foreign balances. 
Thus it is difficult to correlate any given volume of Budgetary 
deficit and a given quantum of deficit in foreign payments 
to any specific rise in money supply unless wo probe deeper 
and look into the method through which the foreign deficit 
was met. This may be illustrated by what happened durin<T 
the Second Five Year Plan. We had during the first two years 
of the Second Plan both budgetary deficits and an 
adverse balance of payment. The foreign deficits were met 

by running down our sterling balances; thus, the net rise in 

money supply was restricted for the budgetary deficits 
though large, were countered in their effect on the monev 
supply by the decline in sterling balances. In the third and 
fourth years of the Second Plan, we continued to have the 
same phenomenon of budgetary deficits and adverse balance 
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of payments. During these years, however, we were able to 
meet our balance of payments deficits by external assistance 

rather than by drawing on our sterling balances, so that 
the bud<Tetary deficits had greater impact on money supply 

and led to a larger increase in it. Finally, it would be wis- 
dom to remember that all increases in money supply do not 
necessariUy have an inflationary effect. It is quite possible— 
and perhaps this is what actually happened in - India during 

the Second Five Year Plan— that an increase in money sup- 

nlv may coincide with an increasing monetisation ot the 
economy (i.e., a decline in the self-consumed portion of the 
national product through an increase in the marketed sur- 
p 1 us) 12 ® and in consequence, have a lower inflationary effect 
for the increased money supply may be required to deal with 
the increased monetisation of the economy. 

3-4 Varialions in Money Supply— the Fne/s.— We have 
discussed above, more or less in abstract terms, the theoreti- 
cal considerations that lie behind money supply and its 
variations. Broadly, the conclusions that emerge are: 


(a) 


(b) 


(c) 

(d) 


an expanding economy sets in motion forces that 

generally tend to increase Money supply with the 
public; 

a deficit in Government account, which is charac- 
teristic of large scale planning for develoij^ment, 
exerts a pressure towards an increase of Money 

n 

deficit financing, by itself, need not nccessanlly be 
inflationary; 

the effect of a deficit in the balance of payments 

on Money Supply depends on the manner m which 
it is met, rather than on its volume, and, 
all increases of Money Supply need not lead to rise 
of prices especially in an economy where a trena 
towards increasing monetisation* is noticeable. 

of the factual information:— ^ 

120 ” Soo article on Marketable Surplus by Shyam Nandan Sinha m 
ri C.C Lonomic Review April 1, 1962; compare also Vol. I, 

pp204*05. , . 

• Tins phrase include? both a decline in solf-consun.ption and a 
shift from barter to the money ‘noxus . 


( 0 ) 
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TABLE for para 3'4 

Factors Responsible for Variations in Money supply 

(Rs. cron-s) 



I. Increase ( + ) in Government 
Indebtedness to the banking 

System. +92'3 + 24-4 4-247-3 

1. Increase( + ) in Government 

Indebtedness to the R.B. I. +146’0 -{-175'4 -{- 9o 1 

(a) Decline (-{-) iit Govern- 
ment balances with 

R.B. I. (-2-4) (-r-3f>) (-10-3) 

(b) Increase ( + ) in R.B.I. 
holdings of Government 

{Securities (4-130‘9) (+ 133‘2) (-p 192'5) 

(c) Increase (-r) in loans 
and advances granted 


to Government by 
R. B. I. 

( + 19.2) 

( + 22-0) 

(-4-6) 

(d) Increase (-h) in Trea- 
sury Bills discounted 

by R.B.I. 

(-17) 

( + 16-0) 

(+" o) 

2 . Increase (4-) in Govern- 
ment securities lield by 
banks 

—53-7 

—151-0 

rl52-2 

II. Increase (-j-) in Private 
Indebtedness to Banks 

+ 106-0 

+ 235-7 

— 107-2 

1. Increase (4) in bank 
credit 

+ 137-4 

+ 243-4 

+ 128-8 

2. Decrease ( + ) in time 

liabilities of banlcs 

—31-4 

—7-7 

—230-0 

III. Increase (-}-) in Foreign 
Assets held by R.B.I. 

—59-7 

-26-9 

+ 24-3 

IV. Expansionary (4-) impact 
of changes in other assets 
and liabilities of R.B.I. 
and other banks 

+ 1-9 

—17-1 

+7-0 

V. Recorded Increase (4 ) in 
Money Supply 

+ 140 0 

+ 216-1 

+ 171-4 


Source : MinUtry of Finance. 

An important clarification with regard to the above 
should be emphasised. It has been pointed^** out that: 


121. Mimstry of Finance, Economic Survey 1901-62, issued on 14th 
March 1962 with Budget Papers. 
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The analysis iu the above table is in terms of re- 
corded changes in the balance-sheets of banks and 
the Reserve Bank. These changes include varia- 
tions in the PL 480 counterpart funds which were 
lodged mainly as time deposits with the State 
Bank upto May 12, 1960. According to the new 
procedure adopted since then, these funds flow 
directly to Government through purchase of special 
securities by the U.S. Embassy and as such have 
no effect on the assets and liabilities of the bank- 
ing S3’stem. However, during the 12-month period 
July 1960 to dune 1961, part of the past accumu- 
lation of PL 480 funds with the State Bank were 
also transferred to Government in monthly instal- 
ments of Rs. 12 crores each. For monetary analysis 
the counterpart funds may be treated as Govern- 
ment deposits rather than private deposits. Upto 
1959 there was a net increase in the PL 480 depo- 
sits held by the State Bank of India ; hence the 

figures given above tended to overstate Government 
indebtedness and to understate private indebted- 
ness to the banking system. The reverse was tue 
case ill 1960 and 1961 when there was a dedin 
in the PL 480 funds held by the State Bankoi 

India." 

It liny, fii.tlipr, be pointed out that iiem 

and exi hides for 1960 repayment f crores o I.MX 

and for 1961 the net loans receipt of Rs. 5b 6 crores 

I.M. F. , 

Analysis of the table seems to suggest ^ 

S.PP'r 11.,, w™..; ;pp..» » 

perhaps even reversed, in 1901. Aiie mcrea 

Supply with the public was as follows . 

1959 7-3 per cent 

1960 per cent 

1961 5T per cent 

The two major factors which seem to have been 
ing for slowing down the rate of increase m Money Supp y 

a slower pace of increase of bank credit to the 
tw o years. 


(a) 

tb) 
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It seoiiis tliat these two factors 1 ‘cl to a smaller increase 
in Money Supply in 10(51 desp te a lar-cr in •r.asc in «ov to. 
mont’s indebt .‘(iiiess to the b inking system than in IJbO. 

4. India’s Foreign Reserves. 

4 1 \Vc have sc m that there was a -^oinewbit l ug r 
decline in the foreign assets held hy the Reserve Bank ol 
India in lOtil than in lOOO It would be useful to analyse 
the rrends of our foreign reserves as these constitute, in a 
sense, our basic line of defence for meeting the adverse 
balance of payments which mu^^t continue to bo a feature ot 
the Indian economy for sometime to come, dhe following 
table indicates the position : 

India’s Foreign Exchange Reserve 

(Lakhs of Rupees) 


End of 
Year 


1950 51 
1955-50 
1950-57 
1957-55 
19.) 8 -59 
1959-00 
1900-01 
July 1901 
Dec. lUCil 

Jan. 1902 
Feb. 1902 


Assets 


9^41 

824.01 
081,10 
421,22 
578,92 
302,87 

303.01 
260,03 
310,74 

304.02 
302.35 


Movement 
(Increase -r- 
Decrease — ) 

( 3 ) 

+ 28.55 

+ 10,47 
—143,51 
—259,88 

— 42,30 

— 10,05 

— 59,20 
(low'cst in 1901} 

d- 5,72 over 
Nov. 1901 

— 12,72 

— 1.07 


Source : Reserve Bank of India. 


It is obvious that our external payments position is 
extremely unsatisfactory. The position showed a distinct 
deterioration during the year in spite of a substantial in- 
crease in foreign assistance and led to a decline in our foreign 
exchange reserves by Rs. 59 crores in 1900-61 as compared 
to a decline of Rs. 16 crores in 1959-00. In July 1961, the 
reserves touched the lowest level and, though there w’as a 
slight improvement and it rose for sometime, a steady de- 
crease is again noticeable in the first two months of 1962. 

4’2 The low (and declining) level of foreign exchange 
reserves were naturally a source of considerable concern. To 
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this were added during the last few years a rapid decline in 
receipts from “invisibles” and a large increase in payments 
for imports. India, therefore, had to negotiate in 1960-61 
for a much larger volume of assistance than she required in 
the previous year. A total authorisation of Rs. 970 crores 
was secured in 1960-61 under loans and P.L. 480 credits, the 
amount being higher by over Rs. 500 crores as compared to 
1959-60. Grants during 1960-61 accounted for Rs. 34 crores. 

4'3 An interesting feature of our plan financing has 
been the continuous inroads that we have been making on 
our sterling balances. These balances touched an all-time 
peak record of Rs. 1732’56 crores on April 5, 1946. 
Some of it was used during 1946-47 till the partition 
of the country split the balances, and on April 2, 1948 
(i.c., the beginning of the first financial year after Indepen- 
dence! our sterling balances stood at Rs. 1543*94 crores. At 
the beginning of the First Five Year Plan, it was further 
reduced and stood atRs. 875*17 crores. Between 1951 and 1956, 
these balances were further heavily drawn upon and it stood 
atRs. 74S’5l crores on April 6, 1956. The Second Plan 
period made fiurther demands on it and by the end of the 
Second Plan it had been reduced to less than Rs. 200 crores. 
One is, therefore, compelled to the conclusion that we have 
been more or less living on our sterling balances, and, in view 
of the part it has played during the last decade one can only 
look back with wonder at all the criticisms that were levelled 
against its acquisition upto 1947. 

5- Developments in Exchange Control- 

5-1 Oriijin. During and after the Second World War 
few countries were left in a happy position as regards their 
balance of payments. Persistently adverse balance of pay- 
ments has prompted many countries to adopt the 
exchange control to combat the difficulties of a chronic deficit 
in the country’s balance of payments. India has been no 
exception to this almost universal trend. 

5-2 Concept. Exchange control is a method of prevent- 
ing a deficit and is adopted by weak currencies with the pur- 
pose of maintaining, at least nominally, an exchange va ue 
for its currency at a level higher than what it would have 
secured in a free market. The artificioly higher foreign value 
given to the country’s currency ipso facto implies pricing 
some foreign currencies at a rate lower tlian they woul o 
under conditions of a free market; this must logically leaa 
to the rationing ofsuch currencies, and, exchange control is 

the mechanism for such rationing. 


ONEY, CtTBRBVCY AND PRICES 


277 


5-3 Significance of Exchange ConiroL Wliat, it might bo 
ashed, is the significance of the rupee being subiected to 
cxchagc control ? Since, in view of the oxch'ini.’c control, 
the rupee is not freely convertible into foreign excliange, 
it is not possible for individuals and firms to get as much 
foreign exchange as they desire. All allotments of foreign 
exchange are made by the Reserve Rank of India which 
naturally strictly regulates the amount.-; made available to 
each applicant aiul ensures that they are given only for 
approved }nirposcs. Exchange conti\d, being a feature 
generally of coiulitions of trade deficits, is u.sually accompa- 
nied by vigorous export promotion mcasui’c.s. Paradoxically, 
however, in spite of export promot’ou. exporters ran ha rdly be 
allowed, under conditions of exchange control, to retain the 
foreign excliange they acquire or even to use it in any manner 
theywisli. Thus, exchange control inevitably impli<s com- 
piihsorj' surrender of foreign c.xchongc earned to tlic central 
bank of the country at, of course, the official rate. Since 
such a policy might nullify attempts at export promotion, 
steps are sometimes taken to enable the exporter to get at 
least a part of his foreign exchange earnings as a matter of right 
automatically. This method is commonly known as “currency 
retention” and has been adopted in several countries with a 
fair degree of success. The purpose of currency retention is to 
make possible, as an economic proposition, induced exports 
contrary to conditions of comparative advantage and relative 
levels of prices at home and abroad. The inducement is 
made effective through currency retention in the following 
ways : 

(a) enabling imports for development of export indus- 
tric.s, and 

(b) recouping of losses (or compensating for artificially 
reduced profits) by enabling imports of such items 
as can be sold profitably in the home market. 


5 4 Exchange Control and Export Promotion. Indian 
exporters have been persistently claiming that a prescribed 
percentage of their extx>rt earnings should be p'^rmiited to bo 
held by them under the provisions of a currency retention 
scheme. While some of the exporters would undoubtedly 
prefer a complete freedom* in the matter of utilisation of the 
foreign exchange allowed to be retained by them, the more 
progressive of the exporters recognise that some rc.striotiona 
on the types of imports permitted seen unavoidable. This 
aspect of the question was careful!)" examined by the Import 


is reported to have offered to export at a loss of even 

“iVrt rCaSc oa^ ! 
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and Export Policy Committee, 1962, who, however, were not 
favourably disposed towards the scheme of currency retention. 
They observed : 

*Tn our opinion it is, however, not necessary to let 
the Indian exporters have a free hold on any per- 
centage of their export earnings. Instead the scope 
of the present ‘Export Promotion Schemes’ should be 
widenend to cover all exports. The exporter’s choice 
to import should not be limited to one or two items 
as is the case at present. Indeed, the import 
licence issued to exporters and manufacturers under 
this arrangement should be permitted to be used 
for any raw materials, components or equipment 
which the exporter or manufacturer may care to 
import for the manufacture of the ‘export-product 
except such items as have been specifically banned 
by public notice or notified in the license, •••••y 
the imported commodities are not required for a 
particular industry, they may bo allowed to be sold 

to a sister industry.*'^** 

It is difficult to share the opposition of the Committee 
on Import and Export Policy in this respect Exchange 
control, like all controls, involve restrictions on 
economic action. Without being an advocate of the oici 
Jaissezfaire economy, one could reasonably plead for reuu 
tions on restrictions, provided such freedom did no ent g 
national planning policies. In fact, one could go ur ^ , 

argue that to the extent ( ffective export stimulus must d p 
on the private sector’s efforts, it is only proper that the rec 
dom and initiative of that sector should be allowed to 1 

a freer scope within the general framework of P® j„an- 

It seems, therefore, that on the ^yhole a ® ncy 

tage could follow from the adoption of a policy ^ jmrr J 
retention” with clear and specified ^^tegones of p ^ 
imports for which the retained foreign exchange could n 

5-5 Eecenl Develov^ents in ^T^nfym^ts 

continuously rising m India s balai ^py^^^^^j 

has led to progressively tighter measu S 

,9!8-5« : III .rs I.dl. by 

» .1 Policy Commiltce, I9C2, 

. Report of the Import and Export roiicy 

P. 34. . , of the Reserve Bonk’s 
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123. Extracted from the various issues 
Reports on Currency and Fmaoce. 
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1059-60 ; (1) 


travellers was rtMluced from 

(O) In view of the active participation of linlnin 

' Bank, in finnucin;- the eonntry's for.ayn r 1 
ainl their consiilcral.le expansion oi hn yn 
exchange bnsines-i, a composite assoeialnni 
wa. formed, viv,., tire Foreign Excl.nnge 
Association of India, conprising of all anthon 

zed dealers. 

(3) A "Bilateral Aerount'' j;roup was_ foniu'd 
whereby for U. S. S. It., the German Bomoera- 
tie Republic and Poland, all i^ayincnts for 
imports from and exports to, the.se countries 
oouM be settled only in rupees. 

(-1) It was provided that all 1ra<le with L;ryiit 
could be invoiced only in Indian rupees, and 
iiroccedsof Kfivptian cott.m imports were to 
be utilised for payment for exports lo Bgypt 
of tea, jute goods and other spccivic<i 

coinoiodities. 

(5) The “Bilateral Account” group [i.e., (3) above] 
was extended to include also Bulgaria. Czecho- 
slovakia, Hungary, Rumania and Yugoslavia. 
It was provided that all financial transactions 
between India and counlries covered by ibe 
bilateral trade agreements would be condm Ual 
on a non-convertiblc rupee basis. It has 
further been laid down that ruiiee lalanees 
held by banks in these countries wouhl not be 
transferable to any othci country or converti- 
ble into any foreign curreuoy. 


(6) A "Limited Payments Agreement” was con- 
cluded with Pakistan to cover on a non-eonver- 
tiblc rupee basis payments for trade in a few 
specified commodities with specific monetary 
ceilings. 


(7) A tightening up of capital rcmittHaiiees abroad 
was undertaken by re<lucing the limi t of sums 
transferable on emigration by Indian nationals. 
The earlier limits were, per family un t, 

Rs. 75,000 for dollar areas 

Rs. 125,000 for iion-dollar and non slcrling 

areas, and, 

Rs. 200,000 for sterling area. 

These were all fixed at Rs. 50,000, thereby 
also removing the discriminating feature in 
controls on export of resident capital. 
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193) 61 ; (8) Notificatioiu were issued prohibiting taking 

out or bringing in of Indian bank notes of Rs. 
100 or higher denominations. 

(9) Minor restrictions were imposed regarding 
foreign exchange to students taking up non- 
technical courses abroad. 

(10) It was felt that exchange should not be made 
available for pleasure travel, and so instruc- 
tions were issued prohibiting booking of pass- 
ages in case of conducted tours for pleasure 
travel to foreign countries even if the cost of 
such passage was within the prescribed limits. 

During the last three years certain minor relc-xations 
have also been introduced, especially with a view to rationali- 
sation and adjustment to changes in regulations in foreign 
countries. The general trend, however, has been towards 
stricter control in order to 

(i) meet the situation arising from a move by several 
countries abroad in the direction of full convertibi- 
lity of their currencies, 

(ii) remove loopholes in existing regulations, 

(iii) conserve available foreign exchange, and 

(iv) encourage the inflow of capital. 

5 6 Economic Ejfects of Exchange Control. The primary 
effect of exchange control, like all controls, is to encourage 
evasion, since the demand for foreign exchange would exceed 
the supply as the shortage of availability of foreign exchange 
is the incentive for introducing exchange control. Collusive 
evasion becomes possible if exporters and importers could 
arrange with their counterparts in foreign countries to in- 
voic*) fictitious values to goods moving over or coming m. 
Normally, however, one does not expect reputable firms to 
engage in such practices ; but, even then, strict watch has to 
be kept on export prices and import prices as otherwise it 

may be possible for 

(a) exporters to acquire foreign balances by invoicing 
their exports below their value, and, 

(b) importers to retain foreign exchange by having their 
imports invoiced at more than their supplier's costs. 

Heavy penalties are imposed on violations of exchange 
control orders and perhaps the worst effects of such control 
are the irritations caused to honest parties. Further, exch- 
ange control leads to meticulous and detailed control on 
foreign trade by Government. Government, for instance, 
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I.B.R.D. Loans vis a vis Total External Assistance 


(Rupees crores) 




I. B. R. D. 

Total 


Aid authorised upto 
the end of First Plan 

... 57*7 

420-5 

0 

w 

.Aid utilised upto the 
end of First Plan 

... 33-8 

227*9 

3. 

Aid undisbursed at 
the end of First Plan 




(1-2) 

... 239 

192-6 

4. 

Aid authorised during 
the Second Plan 

... 265-3 

2568-S 

5. 

Total available aid 
after Slst March, 195G 




(3-f4) 

289-2 

2761 4 

6. 

Estimated utilisa- 




tion during Second 
Plan 

... 222-6 

1466-5 

m 

i , 

Undisbursed Aid as 
on 31st March, 1961 




(5— G) 

66 6 

1295-4 


Source : Reserve Bank of India 
N. B. Total figures include F. L. 480 Aid. 


The requirements of external assistance during tlie 
third plan period arc estimated to be Rs. 2,600 crores. In arriv- 
ing at this estimate P. L. 480 imports have been excluded. 
The consortium meetings organised by the World Bank in 
May and June 1961 has enabled a provisional commitment of 
assistance of the order of Rs, 1,100 crores so far, out of which 
I. B. R. D. and I. D. A. assurances for 1961-62 being Rs. 125 
crores and for 1962-63 Rs, 75 crores, in round figures.* 

7. Indian Monetary Policy. 

71 Role of Monetary Policy. The objectives ofmone- 
tary policy could cause as much differences of opinion amongst 
economists as political ideology could amongst politicians. 
The traditional controversy between external stability and 
internal stability is now a dead issue; and, so is the battle 
between advocates of stability of prices vis a vis the exponents 
of rising (or falling) prices. The emergence of planning as a 
tool for economic development has subordinated questions 
j^Uting to the independent objectives of a monetary policy, 

•Report on currency and anance 1960-61» p. 110. 
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for it is increasingly being recognised that monetary policy is 
only a tool for planning, and is to be utilised for furthering 
the objectives of planning. It is necessary, however, 
to bear in mind that Planning is not an end in itself (a point 
which planners all over the world, particularly in under- 
developed countries, very often fail to realise) but that it 
itself is only a means to\\ie achievement of greater welfare.* 
It is true that no universally acceptable norm for greater 
welfare could be easily formulated, though there would 
perhaps be a lirge measure of acceptance to the proposition 
that raising the per capita national income (consistently with 
a more equal distribution of the aggregete national income) 
to^’ether with reductions in involuntary unemployment 
constitiues the ultimate ideal of economic development. In 
the context of such objectives of planned economic dovelop- 

ment the role of monetary policy is obviously rather limitea 

as total planning can no longer rely on the indirect mechan- 
ism through which monetary pdicy must perforce operate 
The necessity and importance of establishing centra con ro 
in malt, rs which were previously left to be achieved throug 
individual initiative is being increasingly 
universally accepted. This has led many to 
continuous extension of the public sector, a belef. 
liko ohnniim is threatening to become an end in itseir. 
instead of remaining what it was intended to be. a mea 

to promote economic development. We. ‘*1. „jed 
adopted and given to ourselves a constitution that is 

to achieve equitable distribution of the benefits of pr gr 

and independence, and, have asserted that 

■■In the last analysis, economic development is but 
a means to an end-the bnilding up, 
and sacrifice widely shared, of a eoefy 
caste, class or privilege, which ofi^ers to eve^y 
section of the community and to all ' 

country the fullest opportunity to grow and to 
tribute to the national well being. 

In the contextof India's^anncdeconomic developmen^^^ 

monetary policy in the Widening ol t^^^ 

lost much of its not only the policies 

concept of monetary policies of Govern- 

of the Reserve Bank of India but al^ the ^ment. 

ment relating to import conUo^^^ bl Undertakings. 

taxation and P''‘^S PJ the apostle of revolutionary 

' -Soo Vd. I, pp. 1-6 and 445-47 

125 Third Five Year Plan, pp. 18-1». 
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on -.hat scale and by what means it was right 
ahle to call on the living generation to restrict then con- 
sumption (in other, words, to induce a higher rate of > 

so as to achieve a higher level of development by establish- 
ing a state of full investment, in course of tune, for Liter 
generations, the rather limited role that monetary policy 
could be expected to play. Keyncsl^^ almost propheticall} , 

stated : 


‘ The State will have to exercise a guiding influence 
on the propensity to consume partly througli its 
scheme of taxation, partly by fixing t!n> rate of 
intere-^t, and partly, perhaps, in other ways. 
Furtlicrmore, it seems unlikely that tlic influence 
of banking policy on the rate of interest will be 
sufficient by itself to determine an optimum rate 
of investment I conceive, therefore, that a some- 
what comprehensive socialisation of investment 
will prove the only means of securing an approxi- 
mation to full employment; though tliis need not 
exclude all manner of compromises and of devicCvS 
bv which public authority will co-operate with 
private initiative.” 


We have proceeded far beyond what Keynes contemp- 
lated in the field of State Socialism which to-day embraces 
a largo part of our economic life. The State has to-day 
assumed, not only large scale ownership of the instruments 
of production but also, wide powers to determine the aggre- 
gate amount of resources to augment the instruments of 
production, their occupational and regional allocation, and 
even the rewards to be obtained for their use when they are 
owned privately. Under such conditions, and in tlie context 
of a declaied goal to achieve a socialistic pattern of economy, 
it would be futile to expect that monetary policy ns such 
could achieve any significant results towards promoting the 
objectives of Indian Planning. 

7*2 Scope of Monetary Policy. It has been argued 
above that under jiresent conditions monetary policy cannot 
be expected to accomplish much. Its limitations arc being 
increasingly recognised even in the developed countries, 
while its scope in a developing economy is still less. The 
limited scope, however, does not mean that it has no part 
in the sum total of the armoury of economic intervention ; 
though subservient to the requirements of economic growth, 
monetary policy can through suitable application of moue- 


126. Tho General Theory of Employment, Interest and Money 
p. 378. 
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tary instruments, make Government s planning policy nu^e 
effective. In other words, a developing economy can be 
aided to run more smoothly if monetary and fiscal policies 
are properly co-ordinated with a view to speeding up the 
pace of economic growth. The Reserve Bank of India 
apparently had something of this sort in mind when it stated : 

"Monetary policy, despite its recognised limitations 
generally and especially in a serai-developed 
economy like ours with a substantial currency 
component of money supply, has a positive role to 
play in facilitating the attainment of growth with 
stability. The techniques of credit regulation, 
however, have to be modified to suit the changing 
outlook of the economic scene, bearing in mind tne 
needs of a developing economy. 


We may, in the context of the above policy statement, 

examine two issues, m. : 

(a) factors limiting the efficacy of monetary polity, 

(b) the specific objective of monetary policy in a plann- 
ed economy. 

7-3 Limiting Factors of Monetary Policy. If monetary 
policy is to play any part there must be a ““"jy 
A large production sector that operates without the t‘Te for 
of a price mechanism hardly provides a satisfacto y 

an efficient monetary policy. Again, -ulator 

the State is the major investor in new activity ® , 

of investment activity in the P"v»‘%^®^‘°XtToUcri“ 
economy in which the importance of 

circumscribed. In short, since ^ obstructs 

itself tlirough the price mechanism, anything that 

ihe^ function^ing of "a market economy in X 

fulness of monetary policy, and the Indian econ y 

last decade has been typically an possibly 

developed country where “0“®t"y ^ra'cliieve^in U.K 

achieve results that it could bo expe rii/ilr The 

or U S. A. India, however "XX®ry ttansactions 

production sector outside the orbit of m^ctery^ bankmoney 

l: XlS^!X"loVXroT‘"aJ ^or^anised and integrated 

rSrBJstXtnrn^bmsfng savings and financing of tr ade 
gX'cToTptn’:iin“^‘^eclfffi<lt.® direct intervention 

• AzxnucJ Report 19604 
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making monetary policy recede to the backgrouixc . 

7-4 Ohieclires of J/ofta(ary Policy Undo' Planning. A 
periol of int^se planning for scouring '’‘‘I”'' f U,e 

vile of money-internal as 

calculations are apt to be up^t if t p . . : 

goods rise rapidly or violently. Again, rm^tion since a 

imposes a restraint on savings and capi a needs 

Hrtyer slice of income goes to meet consumption needs, 

especially where, as in India, rising per cnpila 

with a period of raUing of levels of living-^ 

economy needs in the early stages, a 

that creates a balance of 

stability of the external value of ■ j- of 

intensive exchange-control measures. Thu^j i J 
rapid growth requires the adoption of policic. uh c 111 

a Certain measure of stability m the 

value of money, towards the achieving of which monetary 
policy must be directed. 

7-0 i2€seri.-e Bank of India and Indrumenta of Monetary 
Po/jci/.— The traditional weapons of monetary regulation were 
the Bank-Rate and the Open Market Operations, lotliis, 
Keynesian monetary theory added the pawer to vary the 
reserve-ratios of member banks. The Reserve Bank of India 
has at its command today practically a text-book like pericct 
set of powers, which, inter alia, include the following. 


(a) Bank rate, 

(b) Open Market Operations, 

(c) power to introduce variable reserve ratios, 

(d) power of selective credit control, 

(e) powers of regulation and supervision of individual 
banks, 

(f) powers to acquire a wide range of assets, and 

(g) control over the bill market. 

The decade 1951 61 is a decade of great and significant 
changes in the country. It is also the first decade where 
India as an independent country sought to use all the instru- 
ments at its command for promoting welfare of its people. 
Statutorily, and in theory, the Reserve Bank of India un- 
doubtedly has a large measure of independence. It would, 

♦See Vol. I, Ch. III. 
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however, be better to frankly recognise at the very outset 
that the Reserve Bank of India, though a quasi-independent 
organisation, is essentially and in ultimate anal5^sis an organ 
of the Government of India. To say that the Reserve Bank’s 
policy of regulation of the credit system must perforce reflect 
the decisions and thinking of the Government of India is not, 
of course, to imply that the Reserve Bank can do nothing 
without governmental approval. The Bank has a large 
positive role to play in building up (as distinguished from 
regulating) an adequate and efficient credit system to cater 
to the needs of a growing economy. In this field of promo* 
tional aspects of central banking, the Reserve Bank of India 
is undoubtedly capable of much independent action, though 
even here it must, by and large, tow the line laid down in 
schemes of planned economic development. Further, the 
dependence of the Bank to governmental fiats has been 
particularly great since the beginning of the Second Five 
Year Plan because the Bank's monetary policy had to follow, 
and be determined by, the economic trends in the coc/ntry 
whicli were being increasingly determined by government’s 
overall planning polic}'. 

8. Review of the Reserve Bank’s Monetary Policy- 

8T The. General Background. In 1950-51 there was a 
substantial monetary expansion and rise in prices due to the 
Korean w'ar boom. Tlie Reserve Bank, perhaps, inadvertent- 
ly contributed to the expansionist tendency by its large pur- 
chase of government securities — a policy that added to infla- 
tion when the Bank should have probably adopted a policy 
of credit restraint. In 1951-52, with the end of the Korean 
war, there was contraction of money supply and a sharp fall 
in fommodity prices. The Reserve Rank suddenly woke up 
to its responsibility as the head of the monetary system and 
announced in November, 1951 measures of monetary res- 
traint. Apparently the measures were intended as anticipa- 
tory action, though it is difficult to say at this stage what 
evidence was available to conclude that an abnormal rise of 
bank credit of the magnitude w itnessed in 1950-51 would recur. 
One is temijted to regard the measures of November 1951 as 
perhaps mere exercises of a newfound realisation of powers. 
The three years 1952-55 were fairly smooth w’ith prices re- 
maining fairly stable — in fact, showing a fall with the good 
agricultural production of 1954-55. The activities of the 
First Five Year Plan were not only rather restricted but the 
tempo of investment in the country had not j’et been proper- 
ly stimulated. 1955-56, however, marked the beginning of 
change. There was a marked rise in the rate of investment 
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in the country while both deficit financing and private sector’s 
indebtedness'to banks rose sliarply. Commodity prices depict- 
ed an u]jward swing along with an expansion of money supii y. 
Balance of payments difficulties were visible, and but for tlic 
large deficit in our international p lyments position, monetary 
expansion inijjht have been faster. The Re.^erve Bank adop- 
ted some credit restraint raoasur 's, but since circumstances 
were no longer as favourable to it as tliey were in 1051, the 
success of tiic measures were extremely liniitcil. In fact, the 
Reserve Bank failed to fulfil the expectations that many had 
and its monetary control policy turned out to be more sound 
and fury signifying nothing.’ The next two years — lOoz-oO 
Were favourable to the Re.sorvo Bank and it was able to re- 
cover sonic of its prestige in the matt t of monetary control, 
not bccau.se its policies were any more scicntilic or any bi-ttcr 
thouglit out but because the mounting foreign exchange diffi- 
culty slowed the tempo of investment. Industrial output* 
also faih'd to rise at the same rate. The result was that 
trend of commodity prices showed rei'traint and the pace of 
expansion of money supply and bank credit slowed down. 
The Reserve Bank ad ipted some selective credit control 
measures and coutinue<l its ])rcvious p )licj^ of credit r. straiiit. 
As these two years and 1958-50, which showed a marked 
decline in budgetary deficit, were on the wliolc loss trying, 
tlio Reserve Bank’s fair weather monetary management came 
througli without serious challenge. The lack of strength in 
the Reserve Bank’s policy was rev'ealed in 1050-00 when 
investment and industrial production both again revived. 
There was a marked rise of commodity prices and for the first 
time industrial raw materials and manufactures showed 
significant upward trend. The Reserve Bank was unable to 
prevent the expansion of money supply and bank credit that 
followed nor check the large decline in foreign exchange 
reserve that took place. Strangel}^ enough, the Reserve Bank 
hesitated to take firm action for general credit restraint, 
and it was not till the fag end of 1960 that it woke up to 
the need for such action. Appropriate monetarj^ policy docs 
not involve merely taking action according to text-book norms; 
its real significance lies in proper timing and judged b}" this 
test the Reserve Bank’s policy was a dismal failure. Apolo- 
gists for the Bank, w’hile admitting that tlie Bank’s policy 
was not always properly timed, attempt to defend the Bank 
and try to explain aw’ay its dismal failure by arguing that 

(a) the tenor of Reserve Bank policy has been basically 
right, and 

• For trends in growth of Industrial Production. See Vol I 
pp. 230-237. ' 
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(b) the Bank could not restrict credit in view of the needs 
of a growing economy and, hence, its function was 
that of achieving “controlled expansion. 


The first explanation is rather puerile and is piore a 
play on words than anything else. One might question the 
utility or the rightness of a basic tenor of policy, if, in effect, 
it was unable to achieve at the right time the right degree of 
quantitative restriction. As regards the second explanation, 
it must be admitted that jiropcr monetary policy must meet 
the legitimate requirements of an expanding economy ; but, 
did the Reserve Bank succeed in curbing unproductive and 
speculative uses of credit ? There is little evidence that it did 
achieve even what it claims to have attempted, nor is 
any reason to believe that it could have, for no method has 
yet been discovered by which speculative activities can be 
automatically separated from non-speculative activities nor 
stop the flow'of credit to what are called speculative activities. 
Finally, controlled expansion must mean, if it means any- 
thing sensible, that increases in money supply did not out- 
strip trade demands. Logically, such controlled expansion 
should lead to no untoward rise of prices. Since official 
policy was to keep prices down,’*’ by implication the rise oi 
prices was admitted by unhealthy. It would, therefore, appear 
rather paradoxical to claim credit for successful wntrolieu 
expansion and, at the same time, admit’*^ that 
“evidence that monetary factors had contributed to an m 
crease in a"ure"atc demand and thereby to the pressure o 

prices” a„d\ut there was ‘'need for a further reinforcemen 
of official policy to hold the price line, through 
non-nionetary as well as monetary fronts. On 
is compelled to the conclusion that Reserve Bank s 
policy during the last decade has been 

ing, being more of the routine administrative tj-pe than 
virionary and imaginative. It has been aptly said that 

-The art of the Management of Money consists 
partly in devising technical methods by which the 
Litih authority can be put in a position to exer- 
cise a sensitive control over the rate of '“^estment^ 
which will operate effectively and quickly, an 
partly in possessing enough knowledge and 
ticatin? power to enable the teachnical Pfthods to 
be applied at the right time and in the right gr 
to produce the effects on prices and earnings which 

127. Report od Currency and Finance, 1958-69, p. 20. 

128. Report on Cunoucy and Finance, 1959-60, p. 22. 

120. Koynea -TreatUo on Money, Vol. II, p. 21 2. 
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ni-P (Ipsirahlo in tho interests of whatever may bo the 
presoribcfl ultimate objeetive of the monetary 
sy:^tem which is being managed.” 

The Res-^rve Bank of India never even oame near to 
Inoh mi attitude, perhaps was not even aware that such alert- 
ness was expected of it ; its monetary poln-y .luring l.)ol-Gl 
was, in fact, a lesson in slothhkc inactnitj. 

S-2.1 Bank Rate. Changes in tho Bank-rate as an 

imtrument of controlling the vcilume nn«l terms of credit, 
and international movement of capital, is a device known 
to central banking for more than a century. Variations in 
Bank-rate are aspects of a policy of monetary management 
intended to influence tlic volume and terms of credit through 
n polievof “dear” (or “cheap”) money * The concept of the 
Bank rate owes its origin to the Bank of England who re- 
gard it as the minimum official rate at whicli it will lend money 
on short term hy rediscounting approved bills. It is an out- 
come of tho concept of the central bank of a country being 
“the lender of last resort”. In the days of the International 
Gold iStandard and free movement of short-term capital bet- 
ween countries in response to imbalances in interest rates in 
international financial centres, the Bank rate operated prima- 
rily through international movements of gold and capital, and 
secondarily through effects on internal volume of purcliasing 
power in circulation and enterprise at liome. With the 
development of exchange control and tlie abandonment of 
free and automatic convertible currencies, ihe limitations in 
the effectiveness of Bank rate policy has increased, and it 
now gcnernllj' requires to be supplemented in various ways. 
Even in U. K. and U. S. A. where the banking system is far 
more sensitive than in any other country of the world, the 
response to changes in Bank rate has been slow and unsatis- 
factory, especially as the business world has often found it 
difficult to interpret the meaning of a change of Bank rate in 
any particular instance. One should, therefore, natuially 
not expect any miraculous efficacy of the Bank rate policy 
of the Reserve Bank of India for our use cf credit is far less 
than that of cash and our banking sj'stem is hardly developed 
enough to reflect quickly and effectively the induced changes 
that result from the raising and lowering of the Bank rate. 
The Reserve Bank of India Act defines (t'irfe Section iU) the 
Bank rate (or, more correctly what is intended to be conve3’’ed 
by it) as the rate “at which it is prepared to buy or rediscount 


•Somo elementary knowledge of tho modus operaudi of tho Bank 
Kate would be useful at this stage, see Benham — Economics 
pp. 448-45(>; 
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bills of exchange or other commex cial paper eligible fur pur- 
chare under the Act/’ The dehnition really impUcs that the 
Act was contemplating a “discount” rate. In India, however, 
there is hardly any commercial bill market, so that the 
Reserve Bank has to rely more on the Bank rate being a base 
for the rate or rates at which it may make advances. In 
view of the stringent exchange control regulations and practi- 
cally the IK n existence of ehert-term international capital 
movement on private account, the Bank rate policy of the 
Reserve Bank must perforce conhiie itself mainly for its 
effects on the domestic economy. Even in this limited sphere, 
its efficacy was rather limited till the volume of investment 
activity acquired substantial dimensions as a result of the 
Five Year Plans. Thus, prima facie, one did not expect 
Bank rate policy to achieve much till about 1957-58 when 
only did the aggregate volume of investment reach significant 
levels. However, even after tlie volume of investment had 
been stepped up substantially, the efficacy of the Bank rate 
in India would still be limited because 


(a) a substantial and a growing share of investment 
activity is directly in the public sector, and 
is specifically under the control of Government who 
would not, obviously, be influenced J^much by 
changes in Bank rate in their investment policy, 
and 

(b) even the private sector investment is subject to 
direct control of Government tlirough the Industrial 
(Regulations and DeTolopraent) Act and measures 
of control over capital issues. 


Calculations of the cost of capital and the cost of building 
up of inventories, therefore, do not play as great a part in 

Indians they normally do under conditions offreo economy, 

and, this again limits the efficacy of the Bank rate unless chan- 
ges in it are sharp and variations in it of substantial orders. 
Strangely, however, we find that the Reserve Bank has been 
changing it in small degrees when it at all changed its Bank 

rate, so that it is not surprising that its effectiveness has been 
fairly low from the point of view of the cost factor (hiring t 
last decade, while its effect on the capitalisation factor has 
been practically nil due to continuous capital appreciation 

through other forces operating on the economy, llm histo y 

of changes in Bank' rate arc interesting to study. From 
Novem4rl935 to November 1951, the Reserve Bank macie 
no changes in tho Bank rate, which stood at 3 
throughout the period. In November 1951 it was ^ 

3^ percent. It was like locking the stable door after the 
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horse lins been stolen, for by then the Korean boom was on 
tliedceUne. In fact, if the Reserve Bank had been really 
alert, it would have raised tlie rate at least a year ago when 
the Korean war beom was rani]) \nt ; hut. during tliit tune 
not only did the Reserve Bank not raise its rate, it a<'t.ually 
was buying a considerable ainoimt of Government seennty, 
thereby adding to the volume of money supply. 'J he only 
merit that can be claimed for tbe raising of Bank rate in 
November 1951 was that it nut a formal stamp to the poliey 
of cheap money that permeated rn<lian policy since 1941). In 
Mav 1957, the'Bank rate was raiscl by 1 he Reserve Bank 
a^ain anil it was fixed at 4 percent, at which ligurc it has 
remained unchanged since U)-5-I957*. A eant:on is, however, 
necessary before we acclaim the Reserve Bank s stai)ility in 
the matter of Bank rate, for such constancy is apt to give a 
misleading idea of the ]>osition. It is necessary to recognise 
that in India the significance of the Bank rate lic.s mainly as 
a rate on advances. While, therefore, the Bank rate has 
remained unchanged, the lending rates to scheduled banks 
have undergone changes. Tlie importance of the distinction 
between Bank rate and advances rate particularly acquires 
.significance from the end of 1951 when the Bill market scheme 
was introduced, and, divergence between the Bank rate and 
the lending rate brought about as a part of a deliberately 
adopted policy of Reserve Bank’s promotional respon.sibilities. 
'Jhe table given below attempts a study of the discrepancies 
between the Reserve Bank’s diflerent rates : — 



Bank 

Bill 

Advances 


rate 

lending 

rate against 



rate 

Govt. Securities 

(1) 

(2) 

(3) 

(4) 

Till January 1961 

No discrepancy in rates 

November 1951 

3i% 

O 0/ 

^ /o 

3i% 

March 1956 

3*% 

3i% 

Q 1 0/ 

^2 /O 

November 1956 

1 0 

•^2 /O 

«> *> /O 

3^% 

February 1057 

Q ) 0 
^2 /O 

O 1 0/ 

. 0 

-U 

1 

stamp 



duty 4r„ 



t.e. 4*^; 



• It is intorosting to make a comparative study of the Discount 

Rates of Central Banks and tlie time since when they have 
remained unclianged ; See, Table No. 62 in Reserve Bank of 
India Bulletin, March, 1962. 
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( 1 ) 


( 2 ) 


(3) 


( 4 ) 


May 1957 


4% 


4% 

+ 

Stamp duty 

ofi% 

i.e. 41% 


See Table No. 24 Reserve Bank of India Bulletin, March, 1962. 
N.B. Unless one roads carefully the footnotes to the table given in the 
Reserve Bank Bulletin, one is likely to get a misleading impres- 
sion from the table itself as given there. 

From the table given above, certain interesting conclu- 
sions follow. It would be seen that for nearly six years t.e., 
between November 1951 and February 1957. the bill lending 
rate has been consistently kept lower than the Btuik ra e, 
ostensibly with a view to develop the bill market. Equaii y 
between the two was re-established in November 1956 ; but, 
the raising of the stamp duty on usance bills in February, 
1957 made the effective borrowing rate against such bills 
4%. i.e., higher than the Bank rate. In imposing the higher 
stamp duty, the Finance Minister had regarded it as 'a fiscal 

measure with a monetary intent.” It was obvious that the 
position that emerged brought about discrimination a^insi 

Arrowing under the bill market scheme, and compelled the 
Reserve Bank to raise its Bank rate to 4% in May 

raising of the Bank rate by itself would net *ave remo^ 
the discrepancy but the stamp duty was also reduced to ,/o 

so that the divergence was narrowed to an 
amount. However, bill borrowing, which had been dehb« 

tely given a lower preferential rate for quite ^ome t me, n 

becaL the costliei form of borrowing and 
remain so presumably because of the greater liquidity 
banks due to the rapid growth of their deposits. 

8-2-2 Graded Leiiding Rat^. of 

new development was noticeable, ^ ® ^Aejeregate 

the banking system together with a high level of aggjeg 

monetary demand in the “^ho Reserve Rank felt 

bank credit against equity ^''^es The Reser 

it necessary to limit the expansion ^ J„vc Bank 

a check on the unlimited access ’^Xoduoed a 

credit. Effective from Ist 'Xnk rate 

system of graded lending rates ' . position of 

unhanged. This in reality amounted “> ‘'x- ’Xd quota. 

"penal rates” for borrowing in excess of 

What the Reserve Bank did L for borrow- 

schcduled bank and to charge only the 2“."^ rote to 
ings within the quota, and a graded additional ratejor 
borrowing over and above the quota fixed.* As the 


• For details of quota etc.. 
Finance, 10C0-6I, p. 42. 
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the pen«'il rates was to restrict the 
the Reserve Bank sin)uUan''oiisly 
scherhiled banks to 


voUirae of bank 
issued direct ions 


money, 
to a 11 


(a' adhere to a minimum lending rate 

on all advances, existing or new, clean ; 

advances to other hanks anti '<>■‘>1’";^'' " ^Xl 
and their own employees wore, however, exemptttl 

from this direction, 

(b) raise their average lending rate at least by percent 

over the base period rate in the year ending June 
1900 ; exemption from this was grantc<l ^\ here the 

average base period rate was 9% or more, and 

(c) limit the interest rate paid on deposits. 


Tliese measures, obviously, were effective and led to a 
substantial decline of scheduled bank credit almost ininiediU" 
tcly. In fact, there was a slowing down in tlic rate of deposit 
growth and an acute stringency in the money market deve- 
loped, necessitating various measures of relaxation m the 
Reserve Bank's credit control policy in 1900*61. 

8-3 Open Market Operations. With tlic growth of the 

strength of member hanks, a decline in their need ft'r credit 
from the Central Bank directly through rediscounting faeili* 
ties usually takes place. This tendency togetlicr \vith the 
decline in the efficacy of the Bank rate due to dovelo)>mcnts 
of exciiange control and inconvertible currencies led to the 
growth of what is known as Open Market Operations* 
whereby the Central Bank buys or sells securities in the open 
market w’ith a view to expanding or contracting money supply 
and volume of bank credit. The early enthusiasm to the 
efficacy of such operations lias declined substantially with 
the growing recognition that ciianges in liquidity preference 
of the public could neutralize to a certain extent the eftects 
of expansion and contraction in money supply. Thus, for 
instance, if the public holds more cash when the supply of 
money is increased and less when it is reduced, the buying 
and selling operations of the Central Bank could, at least to 
a certain extent, be counteracted. It is, therefore, generally 
recognised that such operations should be a part of an overall 
credit control policy and should be adopted along with other 
reinforcing measures. The Reserve Bank of India is parti- 
cularly fortunate in having in India a set up specially suit- 
able for conducting Open Market Operations. The Bank 
itself is free from any restrictions in regard to the holding of 


• Some elementary knowledge of the theory behind these 
operations would bo useful at this stage. See Samuelson— - 
Economics, iln Introductory Analysis, pp. 319*20. 
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securities and can deal in Government b^nds of any maturity. 
The Treasury Bill market in India is, unlike U.K. or U.S.A, 
comparatively unimportant so that these operations involve 
mainly dealings in Government bonds, of whieh the Reserve 
Rank of India has an adeqtiate and diversified portfolio. 
Finally, the holdings of Government bonds is predominantly 
by institutional investors, by far the major port on being 
held by commercial bank's, who are particularly responsive 
to changes in their holdings, especially when brought about 
by induced action by tlie Reserve Bank. All these factors, 
together with the growing volume of net borrowing by 
Government, makes India a particularly happy ground for 
effective Open Market Operations. These operations involve 
in India 


(i) buying and selling of fure'gn exchange by the Reserve 
Bank, and 

(ii) buying and selling securities in the internal market 
to affect directly the volume of money supply with 
the public. 

The first one is a simple passive operation as the concept 
of fixed exchange rates imposes on the Reserve Bank an 
obligation to buy and sell foreign exchange. Exchange control 
regulations oblige the public and the banks to sell foreign 
exchange to the Reserve Bank. In any case, with stringent 
import control, the scope for these operations is rather limited. 
As regards the second aspect, analysis of the Reserve Bank s 
activities in this respect seems to suggest that it has so far 
more or less confined itself to using these operations to meet 
the seasonal variations in the reserves of the banking system. 
The Reserve Bank has been buying securities during the 
busy season and selling them in the slack season. In addition, 
these operations have been used to facilitate Governmen 
borrowing and of maintaining the stability of 
bond prices. It has been, for instance, pointed out that 

"Reflecting the underlying strength of the gilt- 
edged market, the trend of Reserve Bank s open 
market operations continue d to be one of net sales 
almost throughout the year. Net sales by the Bank 
Aggregated Rs. CO crores in 1959-60 as compared to 

Rs. 89 crores in 1958*59.” 

In 1960-61, however, there wa3 a reversal, and 

the year the Reserve Bank’s open market ''f 'i 

?n n^t l-urchase of Rs. 125 crores as agmnst 

Rs. 60 crores and Rs. 89 crores, respectively, m IJoJ-bO an 

1958-59.”’*^ 


128 Report on Currency and Finance, 1969-60, p. 43. 
129. Report on Currency and Finance, 1960-61, p. t»5- 
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Of course, the entire amount of purchase was nut n 
reversal strictly, for part of it "'as exphunaWe by the rhanyo 
in arrangements in regard to holding ol P.L. IWI countii 

part funrls. 

On the whole, the position may be summed up by saying 


that : .11 

(a) the sc«asonal aspect of the operations has been, so 

far, the primary concern oftlic Reserve Bank, and 
mitigation of seasonal stringency and counteracting 
sbnrp movements of interest rates has been the 
more important objective in these ojicrations, 

(b) facilitating Government lloutation of Public Debt 
and maintaining the stability of Governriu nt bond 
prices has been a significant objective of tluse 
operations, though, perhaps, the Reserve Bank has 
not heen very aggressive about this objective till 
the last three years, 

(c) these operations have not been utilised to any 
significant extent os an instrument of moiutary 
policy, i.e., for inQuencing the cost an<l availability 
of credit. 


It is difficult to assess the extent to which fluctuatic ns in 
seasonal rates of interest [t'ldc (a) above] have been avoi(.lcd 
or curtailed in view of the large volume of berrowing from 
the un organised banking system about which data is not 
fully available. However, some idea of the fluctuations 
actunll}" existing is illustrated in the table below : 


(Average of 
Fridays) 


(Per cent, per annum) 


Sliort-term Money rates 
(government Call money rate 


of India Treasury 
Bill rate(*) 


Bombay Calcutta 



Source : R. B. I. 


* See Vol. I, p. 217. and p. 492 
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Tlie period October to September covers fairly compre- 
hensively the different busy and slack seisons, and, hence, 
the table has been constructed accordingly rather than 
representing the financial year. The Bazaar Bill Rate is very 
much higher and varies between 1150 to 13 92 percent per 
annum.* Even if we ignore the Bazaar Bill Rate, and do 
not take into account the rate of interest in the unorganised 
banking sector for which data is not available, the efficacy of 
the Reserve Bank's policy does not appear to be great as call 
money rates did vary fairly largely. 

The second objective of the policy, viz., maintenance of 
the stability of Government bond prices has, obviously, been 

achieved to a great extent as the table below will show . 

Index Number of Security Prices (All India) 
(Government and Semi-Government Securities) 

iBase: 1952-53-100) 


Govern- 
ment 
of India 
Loans 


State Municipal Combined 
Govern- Port Trust Index 
ment and Impr- 
Loans ovement 
Trust 
Loans 


( 1 ) 


( 2 ) 


(3) 


(4) 




ff 


1 1 


t 9 


I ) 


9 f 


tf 


1 9 


1958 Average of 

weeks 

1959 

1960 

1961 

1962(t) „ 

1961 January 
Februaiy 
March 
April 
May 
June 
July 

August 

September 

October 

November 

December 

1962 January 


99*2 

100- 9 

101 - 0 

100-9 

100-6 

100-7 

100- 7 
100 9 

101 - 0 

101-0 

100 9 
1009 

lOl-O 

101 0 

101-0 
101-8 
100-7 
100-6 


100-8 

102-4 

102-5 

101-9 

101-9 

101-4 

101 4 
101-6 

101- 9 
101.9 

102 - 0 

102-1 

102 2 

102-2 
102-1 
102 1 
101-9 
101-9 


98- 9 

99- 7 

100-0 

99-7 

99-2 
99 7 

99-7 

99-7 
997 
99-7 
99-7 
99-7 
99 7 
99-6 
99-4 
99-3 
99-2 
99-2 


994 

lOl-l 

ion 

101-0 

101-2 

100-7 

100-8 

100- 9 

ion 

ion 

101- o 

101-0 

;oii 

101-1 

lol-l 

100- 9 
100-8 

101 - 2 


Source ; Reserve Bank of India 


Finance, 1960*61. 
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The Reserve Bank of India through its open market 
operations, has also engaged, during the last tlecade, m what 
arc tecknically called “switch operations. These operations 
have been undertaken with a view to meeting the maturity 
requirements of investors. They are intended to ensure a 
harmonious maturity and yield pattern. The eflcct of these 
operntion.s have been to enable the commercial banks to 
shorten tlic maturity of tlieir holdings. 

^^VariahU Cash Res^erve Ratios. In 1930, in his his- 
toric book “A Treatise on Money”, Keyncs'^o argued that 

to provide against the contingency of 

insufficient ammunition for the carrying on of open 

market operations a oatrance, tlic Central 

Bank should have power to vary within Omits the 
reserve requirements of its member banks. 

Five years later, on 1st April, 1935, the Rcs-.tvo Bank 
of India was established ; but, the framers of the Act appa- 
rently did not have the courage to give to it a power of con- 
trol that had b.^en recognised as a very powerful weapon. It 
took another twenty years before the Reserve Bank acquired 
this power. In October 1956, the Reserve Bank was given 
the power to vary the mminium cash reserves maintained 
with it from 2 to 8 p.Tcent in respect of time liabilities and 
5 to 20 percent in the case of demand liabilities. It was 
another four years before the Bank actually used it, for it was 
only in March 1060, that it used the power of varying easli re- 
serve ratios for the first time. Whatever may be the theoretical 
merits and demerits of the power to vary cash reserve ratios, 
the caution with wdiich this power has been extended or 
utilised makes it an unusual, if not a revolutionary, measure. 
It is necessary, therefore, to understand the background in ■ 
which the use of this power was considered desirable. It 
may be emphasised that it was not rise in bank deposits, as 
such, that necessitated the use of this power. Bank deposits 
were rising fast from 1957 onwards, but there uas reason to 
believe that the bulk of the increase in deposits was utilised 
by the banks to acquire Government securities. In 1958-59, 
however, there was a change in the situation, and, the follow- 
ing features were noticeable from 1958-59 onwards : 

(i) the busy season of 1958-59 recorded a sharp in- 
crease in bank credit and the contraction in the 
following slack season was much smaller, 

(ii) in 1959-60, there was a sharper rise in bank credit 
in the busy season, 


130 Koynos — Troatiso on Money, Vol. II, p. 372. 
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(iii) a st^ep rise in comaiodity prices took place, 

(iv) credit restraint had become difficult due to the mark- 
ed increase in the liquidity of the banking system, 
resulting from its substantially increased portfolio 
of Government securities. 


These unusual developments — unvisual only in the sense 
of being not usual, and not in the sense of being sudden — 
prompted the Reserve Bank to feel that its traditional weapons 
of credit control would not be sufficient. Justifying the use of 
“variable cash reserves” as an instrument of general credit 
restraint, it has been stated 

“This policy was dictated by the further sharp 
rise in commodity prices and the recognition of a 
shift in the character of the prevailing inflationary 
situation ; the upswing in prices in 1959-60 had 
occurred, un.ike in the earlier years, in the wake of 
an allround increase in production. It appeared 
tliat the major inflationary iactor was rather the 
high level of aggregate monetary demand, which 
needed to be curbed. The boom on the stock 
exchange contained some unhealthy element and 
the liquidity of the banking system was also siffis- 
tantial and these required corrective action. The 
Reserve Bank, therefore, considered it necessary to 
exercise, for the first time, its power to vary the 
statutory reserve requirements of the schecluled 
banks and required them to maintain additional 
balances equal to 25 percent of the increase in tntal 
liabilities since March 11, 1960 ; a further notifica- 
tion was issued on May 5, raising the quantum ot 

additional deposits to be mainUined from 25 per 

cent to 50 per cent, effective May 6, 1960. Select- 
tive credit controls were extended during the year to 

cover advances for stock exchange transactions as 

well as to unsecured loans.” 

The facts stated are indubitably true Howfer *he 
trends were noticeable for sometime past and should not have 
annearedto the Reserve Bank as something sudden and 
eSraordinary, requiring the use of such unusual measure 
overnight. Trends such as those pointed out above (^o no 
appear^ suddenly on the horizon ; they should not have looked 
like "bolt from the blue” to the Reserve Bank of India which 
has an enormous organization engaged in continuously study- 
ing economic and financial trends. If, therefore, its credit con- 

131. Report on Currency and Finance. 1959-60p.33: see alsopp. 

3o-36 for details of the measure. 
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trol policies adoi^ted earlier from time to time had been 
prop rly timed and appropriately enforced, and, if it had 
adequate and timely knowledge of what was liappening in 
the economy, it wouhl not have been necessary for the 
Reserve Bank to take up an attitude of being caught w ith 
something sudden and unusual. It was not the adojitioi^ of 
the measure that was objectionable ; what was ohjoctionablo 
was the way itwa.s done, the manner in which the country 
was made to believe that unusual and unanticipated trends 
forced th<‘ hands of the Bank to adojd a measure which, the 
Rest rve Bank sliould have been aware, would have a sledge- 
hammer like effect on the banking system and the economy. 
However, one may .ask the question — Did the measure reduce 
bank credit ? The answer, unfortunately, is in the negative 
for the banks largely counteracted the effect of tlie measure 

by mucJi larger l)orrowing from the Reserve Bank and smaller 
purchases of Government Securities. That the banks were 
able t') borrow more from the Reserve Bank^^® was apparently 
duo to its overlokiug the fundamental priimiple of monetary 
management viz. that the various instruments monetary policy 
have to be used simultaneouslv and in a coordinated manner 
to achieve efteotivo results. theR.B. I. kept its lending 
rate unchanged uhile adopting the measure of varying the 

cash reserve ratios wiili the result that it was an open invita- 
tion to the banks to borrow more from the R. B I It is 
true that the banking .system aUo failed to co-operate. There 
sliould Jiave been no doubts in the minds of bankers as to the 
purpose of the Reserve Bank’s order, and, normally, a respon- 

intintions 

1 the Central Bank, especially where such intentions are in 

he wj.lcr nalional interest. However, the Reserve Bank had 
Trulr of graded lending rates to impose 

a check on bank s unlimited access to Reserve Bank Credit 

('1 c para 8'L'2). However, an interesting question tliot 
t to the exact intention of the Rererve 

Bn Uc ,„ tins respect No formal statement of policy was 

ter In ’ "I’Peors from the subsequent relaxation anoun- 

cedoD nth Jvovember, 1900, that the R.B.I. intended the 
meastiieasa temporary one for the slack season at the 
begmn.ngof which it was put into force. This is further 
onfirmed by tlie manner in whicli the variable cash reserve 
rat o mstrument was applied. It may be pointed out that 

(■I not on the overall liabilities of banks but on the 
increase in liabilities taking place after llth March 

132 Report on Currency and Finance, 1960-81. p. 42- 
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(ii) disreEjarding the differeace bitween demand and 
time fiabilities, a distinction that was basic to the 
original conception of minimum cash reserves to be 
maintained with it. 


Tiie basic minimum requirements under the 
i)rovide for a reserve of 2 percent of time liabilities 
and 5 percent of demind liabil.ties. The addiuunal reserv 
renuire^ment was fixed at 25 percent of the increase 
in total (time plus demand) liabilities and this ratio was en- 
hanced to 50 percent with effect from 6th May 1960 m respec 
of increases in deposits after that date. It 
that sufficient recognition was not given to the , 

measures on the incentive of banks to mobilise savings ii 
form of deposits, for a 50 percent additional reserve require- 
ment would hardly make any sane Ranking possible. It . 
therefore, not surprising that within six months the It.B L 
to announce relaxations, though its revised measures 
by innuendo that the system of ^ B I *s 

nLnced on 21st September. 1960 would 

objective, making unnecessary the ‘^„text of 

relating to additional reserve requirements in the , 

the advent of the busy season and the °^g^iled 

stringency in the money market. The .u joking 

extract^^providesanindextothe Reserve Banks thinking 

in the matter: i j u nk 

■■Following the September measures ban 

credit declined by Rs. 29 crores between September 
30 and November 25, 1960 in contrast to a rise^o^ 

Rs. 3 crores in the corresponding period 

previous year. Also, all scheduled an 
their lending rates in accordance with the dir 
and quTto afew raised their lending rates by m^oje 

than half of one percent. It is g. 

that while the Bank raised the '^^ggnetally 

to prune down less uiyent demands and^gen^ .^y 

“ s'li tuW. 

WW JV« 

rZn“ ol 

of the additional reserve requirements had to 

:onsidered. Therefore, in -nformi y jnth^^the 

Bank's policy operating credit r 

measures in a flexible manner, 5 regard 

in two stages the directive issued on May 5 r g 

' 133. R^orTonl:urrency and Finance, 1980-61, p. -*3 
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ing tUo ii»ainteiiiiii‘'C of aiMitioiial statutory 
reserves with the Reserve Bank.” 


The following measures of relaxat’.on were adopted : 

(i) Eft'ecLivc November 11, 1001), further impounding 

of the increase in liabilities over the level of Nov- 
ember 11 was suspended, 

(ii) riO% of the reserve already impounded were released 
through rclixing ol tlic additional reserve recjiiiie- 
ment at 25 percent of the increase between March 
11 and November 11, 


(iii) the additional reserve reepnrement was completely 
revoked with ellcct from January 13, 11)01, and 
the balance of the reserves imi>ounded released to 
the banks. 


It may be pointed out that the relaxation order took 
the form of fixation of a rc<luced ratio with retrospective 
effect, and, the impounded reserves were “rclea.scd” rather 
than “returned”, for under the Act, the Reserve Bank cannot 
specifically return any portion of tlu* impounded reserves, 

Wliat did this experiment for the use of variable cash 
reserves as an instrument of quantitative credit control 
achieve? We have seen that the measures had little impact 
on bank crcflit. It certainly reduced the liquidity of the 
banking system, but one wonders whether such reduction in 
liquidity, without a reduction in total bank credit, was in- 
tended, or even indirectly desired. Finally, since the im- 
pouiitled reserves were ultimately restored to the banking 
system, the entire pliasc of control was like an experiment in 
temj)orary dictatorsliip, during the slack season when the 
scheduled banks did not mirnl being frowned at. The Reserve 
Bank, however, recognised by experience (what it should have 
realised by pure nnalj'.-is) that the impounding of cash 
could be countered by the banks liquidating larger quantities 
of Government securities — and countered quite safely without 
loss in capital depreciation because of the Reserve Bank's 
own policy of maintaining the stability of Government bond 
prices {vide last portion of para 8‘3). 

One may, therefore, conclude that this phase of the 
R.B.I.’s credit control policy was a complete failure. It 
smacked too much like an impetuous child pla5dng with a 
dangerous toy, luckily for a very brief period. 

8*5 Selective Credit Control. The powers of selective 
credit control vests in the Reserve Bank, not under its own 
statute, but by virtue of the provisions of the Banking 
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Companies Act. 1949. Tlie measures taken under the selective 
credit regulations have been made operative in respect of 
advances against commodities of mass consumption, viz, 
foodgrains, sugar, oilseeds, jute and cloth, which are the 
items of strategic importance for purposes of such control. 
The control has also been extended to advances against ordi- 
nary' shares when, in March 1960, an unhealthy boom was 
said to have developed. 

Wliat are the objt etives of such selective credit control? 
In pure theory', such cttntrols can be used for a variety of dis- 
criminatory' purposes, like fixation of minimum margins m 
particular transactions, controlling the level of outstanding 
advances, correcting regional imbalances in supply and de- 
mand of basic consumption goods, meeting the requiremcn s 
of new branches of banks etc. They can be made both regu a- 
tory and promotional, and, one can expect flexibility, adap a- 
bility and efficacy from measures adopted by a nations 
custodian of monetary prudence, for by definition 
selective and discriminatory as between purposes. 
Reserve Bank itself, howevtr, is rather cautious about it. an , 

maintains^®* that : 


"Selective controls arc not designed to correc 
general inflationary pressure within 
nor is their success to be judged prccise.y *^y ,. 

extent to which the prices of the relevant com 
ties have fallen; prices are 
factors bearing on the demand and supply P • 
of the commodities. The controls, by arres ^*^8 , 

undue expansion of credit in the busy seaM 
accelerating its reduction in the slack sea , ^ 

be expected to exercise, only a limited, per p . 
marginal effect on prices, more particularly 
banks Iiave large liquid resources. 

The above seems to be more an apology than ^posi- 
tion of purposes and objectives. One naturally 
happy when measures of regulation are hedged wi q 
tions and contain within themselves recognition ^ 
acting factors, particularly where they arc, . of 

selective and dependent on the discretion and judgemen 

the Central Bank. 

strangely enough the actual measures of 
control adopted by the Reserve Bank have been 
specific, rarely suffering from hesitancy and 
frared would follow from its policy statement of the objec 


134. Reserve Bank’s Annual Report, l‘J58-5U. 
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ofsiidi coutrnj. or from its content'orJ'*-' t mt Hh- 

of them controls is to be jiulgod in a lim.t Ml splurc ; 

tlioir inipict on the pressure of «lemand onginating from bank 
credit." The more important of (be measures* adopted recent- 
ly under this group of controls are indicated below : 

(1) the directive issued on December 1 1, 10. >7 rerpiir- 

ing banks t > maintain cacii month an average aggre- 
gate level of credit against ]iaddy and rice not ex- 
ceeding 75 percent of the average of similar advanc- 
es during the corresponding montlis of 1055, lOoO 
and 1057; the percentage for wheat and other food- 
grains was, however, fixed at SO; the order was 

restrictive in its operation in the States of Andhra 

Pradesh and Madhya Pradesh where the percentage 
against paddj^ and rice was not to exceed GO ot the 
advances in corresponding months of 1057; 


(2) on September 10, 1958, a new directive was issued 
restricting advances against wheat in the State of 
Punjab to 60| percent of the level in the correspon- 
ding month of 1957; 

(3) a <lircctivc was issued on Julj' 18, 1958, raising tlio 
minimum margin requirements for advances against 
sugar from 35 percent to 45 percent; tlio order 
brought within its purview advances to factories in 
respect of sugar stocks wliicli had been lifted from 
the factory premises on which excise duty had been 
paid — otl\er advances to factories were, however, 
kept free from the margin provision so that manu- 
facturing activitj' in respect of sugar may not be 
affected; 


(3) on February 9, 1959, a minimum margin of not less 
tlian 45 percent of the value of the stocks were 
directed to be maintained on all credit limits against 
the security of groundnuts; stocks intended for ex- 
ports or for use in vanaspati manufacture were 
exempted to preserve these uses ; 


(4) during 1959 60, selective credit controls were ex- 
tended to cover advances for stock exchange tran- 
sactions as well as unsecured loans ; 


(5) on account of the programme of procurement of 
foodgrains by some of the State Gt)vernmcnts, 
the directive regulating bank advances against 
foodgrains was modified to permit a minimum of 
25 percent in regard to credit against paddy and 


135. Report on Currency and Finance, 195S-.59, p. 32. 

• Extracted from the annual Reports on Currency and Finance. 
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rice to purchasing agents of the Government of 
Orissa and in respect of credit against wheat to 
storage delivery contractors operating on behalf of 
the Punjab Government; 




( 8 ) 

( 9 ) 



in view of tlie continuing boom on the stock ex- 
change, and with a view to restraining the volume 
of credit against equity shares, a directive was 
issued on March 11, 1900, imposing a minimum 
margin requirement of 50 percent in respect of 
advances b}' scheduled banks against equity shares; 

relaxation of controls in the case of sugar and 
foodgrains was undertaken in 1900-61; on February 
8, 1961 the provisions of the directive as regards 
margin requirements in respect of foodgrains were 
relaxed, reducing the minimum margin require- 
ments from 40 percent to 35 percent ; 
ceiling limits in respect of advances against paddy 
and rice were increased; the special restrictions 
imposed in regard to particular States were remov- 
ed and uniform limits prescribed for the whole 
country; 

restrictions on margin requirements in respect of 
advances against sugar were first relaxed on Decem- 
ber 9 I960, and subsequently withdrawn complete- 
ly on April 21, 1961; 

on December 12. 1960, it was decided to regulate 
bank advances against raw jute and jute goo s, 
and, minimum margins and ceiling limits were im- 
posed as follows: 

(a) a minimum margin of 25 percent for advances 
to jute mills, 

(b) a minimum margin of 40 percent to others on 
the value of the stocks of raw jute, 

(c) a ceiling limit not exceeding 130 per^n* 
reference to two months periods of 1960; 

the restrictions imposed on jute goods was widi- 
drawn by stages on April 24, 1961 and June 

1961. 


The various measures of selective credit 
above broadly indicates that the policy had the follo\M g 

broad features : 

(a) they have been mainly applied in respect of a 
vances to trade ; 


(b) tlic following categories of advances have been 
exempted : 





ilIO^*Ey, crnnEycY and trices 



(i) a<l\‘nnci-s (o faclorics, 

(ii) crc<lit for movement of goods, 

(iii) those intended for export promotion ; 

(c) ceilings to credit extension were suitably changed 
from time to time in the light of production 

trends. 

The ‘'enei’.il achievement of th'‘so measure? of selective 
credit control have been, on the wliole, fairly satisfactory. 
It is true tliat the very nattire of the Iinlian economy makes 
it difficult to achieve spectacular results. The extent of 
hank-financing in foodgrains is very small. Fluctuations in 
the output of primary commodities arc considerable so that 
\Tide variations in prices tike place from time to time. It is 
possible to evade these regidations by resort to what are 
known as clear iinsociiro<l) advances ; hence, the R.B.I. 

directed in March, 1000 that the ratio of clear advances to 
total advances in anjMnontli should not exceed the ratio in 
the corresponding period of 1059. In spite of these factors, 
the Reserve Bank'^® holds the view that : — 

“The compliance of banks with the selective credit 
control directives has been generally satisfactory, 
and banks have found it easier to comply with a 
directive specifying the permitted order of credit 
expansion before ratlicr than after such expansion 
had occuiTod.’ ’ 

8'C A General Evaluafxon. Though the Reserve Bank 
has been in existence for more than a quarter of a century 
now, its effective role as a guardian of monetary policy to be 
pursued in the national interest has been confined only to a 
decade. In a sense, therefore, the experience of monetary 
policy has not been long enough to permit of precise conclu- 
sions. There is, however, no denying that in the context of our 
planned economy, monetary policy should strive to achieve the 
object of economic growth with stability. It must eiicourago 
a lending policy directed towards achieving increasing pro- 
duction targets and maintaining the optimum level of em- 
ployment. In regard to the mobilisation of savings, it must 
bring about an increased rate of domestic savings, encourage 
international capital inflow and preserve, consistent with the 
securing of developmental and maintanance imports the 
country’s foreign balances. Finally, it must guard against 

an upsurge of inflationary pressures, and yet provide for the 
continually increasing credit needs of a developing economy. 
Ihe tasks before the monetary policy arc, therefore, complex 

130. Report on Currency and Finance, 1900-01, p. 45 . 
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and niany*«i<lcd, sonic of whicli even pull in opposite direc- 
tions ; and these “cannot be attained except by the constant 
exercise of knowledge, judgment and authority, by indivi- 
duals placed in a position of unchallengeable independence 
with f^reat resources and every technical device at their 
disposition.”!” One, however, judges the competence of the 
monctarj^ authority by what it achieves, and not by its 
statutory authority or by a long list of ‘actions taken. 
Judged by achievements, the Reserve Bank of India’s mone- 
tary policy has few claims to be regarded as satisfactory. 
There has been a more or less continuous rise in the general 
price-level, which has, of late, shown definite trends towards 
inflation, possibly induced by monetary forces. It would be 
futile to derive consolatioli from an imaginary view that, but 
for restraining credit control policies, the rise of commo^ty 
prices might have been steeper. One does not console a 
starving man of to-day by reminding him that he did not 
starve yesterday. Our foreign exchange reserves have been 
severely depleted, though, perhaps, its using up has been 
lorgolv a deliberately planned one for purposes of securing 
investment imports. There is, however, a silver lining behind 
these dark clouds. The R.B.I’s selective credit control 

policy has undoubtedly achieved a large measure of success. 
While the average cost of lending by it has been raised, its 
availabilitv for non-speculative and genuine trade purposes 
has been, by and large, assured. Its Bank rate policy h^ 
been rather passive, and, its Open Market Operations liroited 
to rather minor acliievements in the field of . 

Government bond prices. Its solitary efcrcisem the field or 
variable cash reserves was a dismal failure. But, the “OS 
serious failing of the Reserve Bank in the field of 
control has been its liopping and hesitant attitud^e. Ihe 

R.B.I. appears to have overlooked nt Ifter an 

control cannot produce the required reactions e^eept after an 

interval of time, and that wisdom in monetary 
in anticipatory action and not chasing a 
It is doubtful whether the timing of its actions ^ 
generally appropriate. As Shri H.V.R. lyenger*. Governor 
of the Reserve Bank of India once put it • 

“It would by idle for anyone to make the claim- 
and I do not make it-that the measures taken by 
the Reserve Bank have at every stage been exactly 
timed or just appropriate. 


137. Report of the Cornmittoo on Finance and Industry (1931) 
para 280. 

Newspaper report of spcecli in Madros in 1060, 
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MONEY, CrUBF-NCY AND PRICES 

9. Trends of Prices and Pricing Policy. 

0-1 The Background. In many quarters a 
misooncoption exists, ih.. that economic 

in which industry is to '■' . ^^''^^Vr^rTani m is carried 
nricinrr system Unless coonomio totallta^lam:^m s carrie 

to the'"exU-ome nnint of drafte<l Uibt>nr. requisitioned capital 

assigned allocation in alternative productive occupations an 

rationed avadaVdit V of all consumer goods, a price 

nism must determine mucli of the 

India has deliberately refrained from totalitarian 

economic ph.nning, and, therefore, the concept of pnccB and 

the price level, oven in the traditional sense of ‘ ^ J""’ ’ 

remains important in the economic system, n spite of large 

and extensive measnres of control and dircct.on that have 
been adopted in the country. 

9-2 Price policy as such has been a rather neglected 
field in India, and received little attention til the evo of the 
Third Plan. There were g<'od reasons for such complacency. 

The Second Five Year Plan did | 

concern from any stecidy rising pnce-lcvel ; There ''^s, n 
fact, some recession in foo<l prices. For various reasons, 
expansion of public expenditure and investment wms slower 
than visualised. There was a general feeling of pushing 
ahead firmly by mobilising as much resources as possible, even 
if ncees.sary throuLdi deficit financing, though the necessity 
of regulating inflationary pressures, when they develop ^as 

recognised. The beginning of the Third Five \ ear Plan, 
however, found us in an entirely changed economic situation. 
A substantial rise in level of prices had taken place, llicre 
are reasons to bclicvo that monetary forces have begun o 
exert pressure on its upward surge* Indications are not 
wanting which would justify the conclusion that a public 
shift from currency to goods is taking place. It is, therefore, 
not surprising that the Thir<l Five Year Plan recognised that . 

“At the commencement of the Third Plan, the 
levels of wholesale prices and cost-of-living are 
already high and it is essential to ensure that there 
is no accentuation of inflationary pressures in the 
course of the Third Plan, and that the levels of 
living of the more vulnerable classes in society are 
safeguarded.” 

9*3 There is a more or less universal acceptance of the 
proposition that it should be a country’s objective to increase 

138. Peo Boso, S.K. and oihora “Consuroer Price Trends during 
Second Plan period” — Monthly Abstract of Statistics, 
September, 1060. 
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the j)ower to exorcise doliboratc control over tlie price-level; 
whether the possibilities of such deliberate control are also 
increasing or not may be more debatable. Growth of know- 
ledge, and a greater armoury of weapons of regulation, 
leads one to feel that the possibilities of such deliberate con- 
trol should be greater today than they were in the past; but 
failure of our monetary policy to achieve any significant 
success in this respect introduces an element of not unjusti- 
fied scepticism as to the possible extent of our success in this 
matter. One’s diffidence is further increased by the recogni- 
tion that a rising trend of prices is, perhaps, inevitable in an 
expanding economy and that it would hardly be either possi- 
ble or desirable to curtail the rate of growth to restrict the rise 
of prices. Planning policy in India is fully aware of this 
dilemma, as would appear from the following:^^® 

‘^Certain upward pressure on prices are implicit in 
development and they have to be accepted. The 
process of stepping up investment involves creation 
of money incomes ahead of the availability of goods 
and services. Investment adds to real national 
product after a time, and certain types of invest- 
ment take a longer time to mature than certain 
others. The larger the investment effort, the great- 
er is the upward pressure on prices. Similarly, the 
more long-maturing the projects undertaken, the 
greater is the resultant strain on the system. The 
substantial transfer of manpower and other resour- 
ces to new uses involves payment of largo monetary 
rewards. This also is a significant inflationary 
factor.” 


It is true that the very process of development releases 
factors which have a moderating influence, particularly if 
development implies the utilisation of, as it did in the case o 
India, resources that w'ere otherwise unemployed. Again an 
essenfiially agricultural economy could sometimes raise the 
level of agricultural production quickly and without large 

investment of additional capital so as to counter temencics 

to a rise of prices of foodgrains and basic raw materials. ii 
is, therefore, not impossible to achieve cconom-c growth 
price stability, though continuous watch “‘'y *1“’! 

the rise of prices within moderate levels as 
es narticularlv if substantial resources are raised through 
deaeft fiTanei^.t beeause of the gap between mvestment 

and saving. 


139 . 


Third Five Year Plan, p. 126. , r j pco 

For relationship between food pneos and food production, 

Vol. I, Cli. V, para 3. Vnl I 

For the economic effects of deficit financing, e • • 

pp. 462-464. 
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TI,. .■! ti,. r.k. L.nL 

prices c....,..,tl«-.iwa,ca.s a whole- l.y looking at i.ohvnl. a 
Krana the economist's device of the ma-x Nnmher has 

I, ho adoptml for watching trends in general movement In 
technical langnago, changes in the purchasing i-owcr of mo y 
ill 1 uiveii context can be measuved only tbrougli tbe (Hi.uit i y 
of f;oo<ls and sirvicos uliicb a unit of nioiU'V y‘ 11 
excluin.^c; in otlier wonls. one has to conceive oi a .oil of a 
composite commodity, made np of the 

noml-s end services in proportions corrpponding to then in 
Viortance as nhieets of expenditure. An Index iNnmher, con- 
Jtruclo.l to indicate changes in price-level 

ly is signifieanl with reference to the hasc year in terms ot 

ivhicli cliangcs are expressed. 

9*0 It would, however, be unwise to confine one’s 
attention only to the General Index for all commodities , 
which figure, tliough useful for some broad purposes, docs noi 
really convey as imuh as the niovoments of group prices, 
relatively to one anotlicr. do. It is clear that so far as prob- 
lems of internal economy are concerned, it is the mo\M‘ment 

of group prices which provide the real clue; in terms of broad 
considerations of forces determining the value of money, 
particularly for estimating the infiueiicc of money supply on 
it, (f.e., discussions of the so-calle«l Quantity Theory of M‘mey', 
and for deriving exchange parities between currencies ot 
different countries the overall general scries has still .some 
utility. Finally, the important distinction between Iinlex 
Number of Wholesale Prices ainl Consumer Pri^'o Index Num- 
ber (commonly known as cost of living index) should be borne 
in mind. So fur as the economic fortunes of particular groups 
of income-earners arc concerned (commonly classified as 
middle class, working class etc.) it is the sectional iiriee levels 
relatively to one anotlnr, that arc important. For a vast 
country like India, the concept of an All-Iinlia cost of li\ing 
would be as absurd as one for the wliolc of Europe, 
or even for the area comprising the European Common 
Narkct even if a comph tely iilcntical currency system, using 
the same unit of currency, were used. We have to recognise 
the wide divergencies in living conditions (and ideas relating 
to living re(juircmciits) that exist in the diflereiit parts of the 
country and, therefore, have cost of living indices for jiarti- 
cular States, or particular centres. 

9'6 Stalistics rc/n(in |7 to Prices in hidin'^. Two impor- 


• For method of const nicf ion, seo Bonliom— Economics pp. 455-.')9 
t Seo t)io Report of the Committeo on Revision of Wholosalo 
I'lieo Index Number of which the ftolhor had tho privilege of 
1 oing a member. 
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taut alul fairly coiuprchciisivc series are published in India. 
Those are 

(a) Index Number of Wholesale Prices, and, 

(b) Index Number of Consumer Prices (Working Class) 

The first one is now published with 1952-53 as base 
year=100as a revised series, though corresponding figure 
f('r the old series (base August, 1039=100) are pub- 
lished in the form of the new series converted to old base 
on the formula : 100 of the new series=380’6 being the ave- 
rage for 1952-63 of the old series. Since the essence of the 
utility of an index number lies in the basis of comparison 
being a realistic base year, sufficiently close to the years 
under study so as to ensure a broad measure of similarity in 
the economic structure and intersectoral price relations, the 
new scries is generally regarded as the more appropriate one. 

So far as the cost of living index number {the term 
index number of consumer prices is, perhaps, technically more 
accurate) is concerned, we have, at present, regular publica- 
tion of tlic index for working class only. The series for 
middle class has not yet been published.* 

9' 7 Trends oj General Prices in India — the facts. It 
would be useful to note carefully the trends revealed by the 
official figures regarding movement of wholesale prices. The 
t^vblc given below illustrates the position; — 

Index Number of Whole Sale Prices 

(Revised series) 

(Base : 1952-53=100) 

1951 1956 1958 1969 19C0 1901 Jan. 

19G2 


(1) 

(2) 

(3) 

(4) 

(5) 

(6) 

(V) 

(8) 

Food Articles 

113-7 

99-0 

112-0 

118-2 

120-3 

119*5 

118-3 

(a) Cereals 

102*3 

92-3 

104*7 

104-3 

105-3 

102*0 

102’0 

(b) Pulses 

102*7 

78-2 

94-0 

99-8 

92-0 

91*0 

97 0 

(c) Fruit & 






1310 

133-0 

Vegetable 

115-9 

108-4 

111-9 

127-6 

121-0 

(d) Milk & 
Ghee 

104-2 

98-8 

IOG-2 

112*2 

115-8 

1150 

114-0 

♦ Some preliminary data relating to this has 
lishod by C.S.O- in Monthly Abstract of 

, however, boon 
Statistics— Juno lfl60 


and November, 1961. 
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ni: 


( 1 ) 


(li) 


i;j) (-1) t5) (0) (■;) 


(c) Edil)!^ 

OiU U3-3 

(f) Fisli, Eggs 
&Mcat 1011 

(g) Sugar* 

Gur 1310 

(h) Otlursi 1-12*3 

2. Liquor and 

Tobacco 115*7 

3. Fuel Power 

light & lubri- 
cant 95*0 

4. Industrial Raw 
materials 147*C> 

(a) Fibre 112*2 

(b) Oil seeds 142*8 

(c) Minerals 09 0 

(d) Others 128*2 
5* Manufactures 118*9 

(a) Intermediate 
products 124*9 

(b) Finished 
Products 117*0 

(i) Textiles 130*1 

(ii) Metal 
Products 87*9 

{iii) Chemi- 
cals 100*9 
(iv) Oil cakesl29'9 
(vj Machi- 
nery and 
Transpf rt 
Equip- 
ment 89*7 
(vi) OiherS 106 5 


123*2 12G*0 1-13*8 loS-O 15-1*0 

10G*0 110*4 121*1 1310 130*0 

r'>2*8 143 0 13S*G 121*0 113*0 

145*7 1G3-4 1G8G 173*0 1G!*0 


82*3 93'7 P*0*7 100*4 lo3*i'. 97 3 

lOl G 115*2 UG*1 119*0 121*8 122*0 


117 2 

0G*G 

07*1 

124*0 


113*2 

113*0 

114*9 

90*3 

110*1 

104*0 


114*7 119*7 138*8 147*7 137*5 

100*8 110*2 139*3 150 0 120*0 

1*'>3*G 130*0 144*0 158 0 158 0 

100*9 100*0 97*5 95*0 95 0 

loS-9 117*3 120*2 127*0 129*0 

108*2 109 7 120*8 127 0 120*1 


1100 109 4 111*1 127*1 13S*.l 137*8 

104*1 108*0 109*5 119*8 125*2 124*1 

100-1 104*3 104*0 121 2 128*0 124 0 

128*3 143 1 143 7 147*0 147 0 147*0 


92*3 

102*7 


103 9 108*2 104*7 100*0 112*0 
128*6 143*7 140*2 140*0 150 0 


98*1 

00*8 


103*2 105-9 110*7 114*0 110*0 
113*2 113*0 115*0 120 0 121*0 


All Commodities 120*0 102-6 111*0 115*5 123*0 125*8 123*2 

Source : Ministry of Coimnorco and Industry. 

The above table shows that the prices were lower (by 
about 20%) in 1056 as compared to 1951 indicating that a 
fall of prices was achieved during the First Plan period. 
This, however, is misleading and is due to a statistical feature 
being the result of abnormally high prices in 1951 duo to the 
Korean war boom. However, compared to 1952-53, the fall in 
1956 was insignificant, except in the ease of foodgrains 
the decline was excessive and, probably, liarniful, and ‘ could 
not be arrested in time because there was oonsielerablc doubt 
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for some lime ns to llic a[)propriiito level at wliic-h Govern- 
ment ought to 

The Second Plan period was characterised by persistent 
upward trends in prices. Not only did the general level indi- 
cated by the all commodities index rise substantially from 
102 in 1956 to 126 in 1961, but the more significant feature 
was the rise in the group index for industrial raw materials 
and manufactures (both intermediate products and finished 
products), which rose more steeply than the general index. 
It may be clarified that foodgrains prices do not reflect in 
India anymore the full impact of internal production trends 
due largely to P.L. 480 imports. Leaving aside for the time 
being the special nature of foodgrains prices, it would not be 
incorrect to say that the continued upward trend of wholesale 
prices during the Second Plan period was mostly the result 
of rising pressure of demand. It is difficult to assess the 
relative roles of rise in money incomes and growth of popula- 
tion in bringing about this rise, but considering that growth of 
population in India is a normal phenomenon one would be in- 
clined to regard rising aggregate money supply as the greater 
villain. 

The price situation showed a further deterioration in 
1960-01, though it appears to have been arrested slightly. 
The last two years of the Second Plan were years of a high 
tempo of investment activity and were marked by continued 
expansion of money supply and bank credit which obviously 
were responsible for the uptrend of prices despite the substan- 
tial growth in agricultural and industrial production. Thus 
from the general trend revealed since 1956, one may conclude 
that price rises have reached dangerous levels, that seeds of 

an inflationary spiral seem to be germinating, and, the slight 

recession in January 1962 was perhaps only a passing phase. 
In fact, during February 1962, the general price-level record- 
ed a fractional rise of 0’2 percent, the Economic ® 

Weekly general index of wholesale prices (base 1952-53=100) 
standing at 124*3 for tlie week ended February 24, as com- 
pared to 1241 for the w'eek ended January 27.’’^ 

9*8 Price Policy in 1060-61. The upward trend of 
prices, specially because of the change in inter-sectoral rela- 
tionship that appeared and seemed to have become entrenchea, 
naturally caused concern as these w’ere to a great extent a 
reflection of the pressure of continued expansion in bank 
credit and money supply. Steps wore, therefore, taken to 
deal with tlie situation by further reinforcing official policies 


140. TJlird Five Year Plan, p. 121. 

141. n.B.r. Bullolin, March 1002. 
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on the monetary as well as noji-nu)!icl iry fi'ont . The 
measures of credit c nitrol adopted have aliea<ly been ana- 
lysed earlier ipara S). On tlie Mon-monc-tary front, tlie more 
important of the measures taken are listed below: — 


(i) step up internal pr..aluetion of essential 

(ii) atlempts to secure luryer imports of foudgrairis and 
industrial raw materials in shoit supply, 


(iii) fueilitato freer movement (T foodgrains 
to deficit areas tlnough a widming 
arriiiiL'cmeiils,’*' 


from surplus 
of the zonal 


(iv) controlled dislrilmtion 
jute and raw cotton, 


of available slocks of raw 


(v) steps to curb unbealtliy speculative 
various commodity markets. 


excesses in the 


9 0 TicH'h^ in Cost of Living. It is well recognised that 
cost of living index generally bdlow.s the trend of wholesale 
prices, except that exact quantitative relationship is general- 
ly absent due to diherencos in the items included and the 
weights attached. Food normallj’ has the most prepondera- 
ting weight and food ])rices have a great effect on the cost of 
livi ng index number. Fir an apj'rojiriate study, wc should 
have different index numbers to denote tl c changes in the 
cost of living of different income-groups of the population 
since consumption standards differ with income-range, so 
that as between two groups different ilcii's enter into final 
consumption and even for those commodities {or services) 
which are common, the proportion of the amount of their 
money income devoted for their eonsumjition vary. It may 
be pointed out that although the Central Stat’sticai Organisa- 
tion of the Government of India conducted an all-India 
urban middle clas.s family living survey as far bai k as 1958-59 
in 45 selected centres, only certain preliminary results, based 
on incomplete tabulatioiif of the data collected, have so far 
been niacle available to the ])ublic. We have, therefore, not 
yet been able to get a series relating to consumer expenditure 
for the middle class and have only, as pointed out earlier, a 
consumer price index number for the working class. The 
trends of working class cost of living as indicated by this 
index number are indicated oil the next page : — 

• For Policy relating to foodgrains in 1960-61, See VoJ I 
pp. 220-21. * ’ 

t The Indian Statistical Institute, Calcutta arc in charge of 
tabulation, Vide Monthly Abstract of Statistics, June 1960, 

p. (X|), 


318 


SOME ASPECTS OF INDIAN ECONOMICS 


Centres 


( 1 ) 


Consumer Price Index Number 
(Working Class) 

(Base : 1949==100) 

. 1951 1956 1958 1959 1960 1961 Jan. 1962 


(2) (3) (4) (5) (6) (7) 


All India Food 
General 

1. Ajmer 

2. Bombay 

3. Calcutta 

4. Cuttack 

5. Bangalore 

6. Bellii 

7. Gauhati 

8. Hyderabad 

9. Jamshcdpiu* 

10. Kanpur 

11. Ludhiana 

12. Madras 

13. Nagpur 

14. Jliaria 

15. Sholapur 

16. Ahinedabad 


104 

105 
111 
108 
104 
123 

115 
108 
no 
108 

116 
94 

102 

103 

104 
116 

105 
105 


105 

105 

95 

115 
98 

106 
114 
109 

96 

116 
106 

89 

92 

111 

105 
87 

106 
98 


118 

116 

103 

129 

110 

116 

131 

113 

103 

123 

123 
98 
96 

124 
119 
108 
105 

no 


125 

121 

106 

134 

no 

118 

140 

120 

98 

129 

125 

98 

101 

133 

132 

108 

114 

125 


126 

124 

107 

137 

113 

127 

146 

120 

103 

132 

120 

99 

102 

143 

136 

105 

119 

120 


126 

126 

113 
140 

114 
131 
150 
127 
106 
137 
123 
102 
105 
148 


127 

128 

135 

114 

124 

129 
109 
• ■ • 
126 

107 

108 
149 


121 


Source : (1) Eraployn.eet. 

It will be seen that there is a very close correspondence 
between food prices and the general “"Sumer price 
krther, there is a close directional 

fhis index and the wholesale price index {vide para b 

there his been no exact oorrespon- 

dcncS, between the two, the wholesale price index being consjB^ 

tcntlv lower than the consumer price index since p-”- , . 

country that food prices were at the of C^’ansethe 

'b:f5 “:fu''xr;:L2ir'ssi 

iiilUieiicc on the cost of living. 

^ Vol. I, Ch. V, para 3-3. 
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ed resources, a rise of prices, even wlien inflationary in 
natiii'c, ncf'd not necessarily be the greater evil. Many of 
those who flinch in horror at the very idea of rising prices 
and wlio recoil at the faintest whisper of the word 'inflation 
sliould realise that ‘inflation’ in the context of an under* 
developed economy is sometliing quite different from the 
traditional concept of inflation in a higiily develoi)ed 
economy, for, as has been pointed^^^ out : 

“It is the full-employment inelasticity of output 
relatively to rising elfcetive demand that serves as 
the criterion of ‘true inflation’ in the Keynesian 
sense, tlioiigh Keynes allowed for the possibility of 
some inflation even before the full-employment 
level arising from specific bottlenecks. As far, 
however, as under-developed economies arc concern- 
ed, the correct criterion of ‘true inflation’ is to be 
found in inelastic full-capacity output. For in 
these economies the lack of real capital, not of 
labour, is the ultimate bottleneck to ‘real’ expan- 
sion relatively to ‘monetary’ expansion." 

It is indeed possible that some rise in prices may have 
to be solicited, along with its implications of rising profits to 
the private sector, as a means to securing expansion of 
physical volume of output and promoting domestic savings. 

II* Planning and Controls. 

li'l Coverage of Controls. In the early stages of plan- 
ning ill India, there was a tendency to believe that planned 
development and controls were practically synonymous 
terms. The First Five Year Plan, for instance, argued that : 

“For one to ask for fuller emploj'ment and more 
rapid development and at the same time object to 
control is obviously to support two contradictory 
objectives." 

Of course, the economic reasoning is really not so 
‘obviOus’, and the basic principle enunciated could be ques- 
tioned, unless ‘more rapid development’ is interpreted to 
mean a rate of development more rapid than what would bo 

—in which case, as the logician may 
point out, the fallacy of peiitio principii is being committed. 
Xhc point emphasised in the First Five Y’ear Plan is, however 
obvious, viz., large scale planning does involve the iuescap’ 
a^c necessity of controls, especially in a country where the 

144. The Keynesian Theory of Economic Development, 
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private net product is still valued more highly than the 

social net product. Further, it is not correct to imply that 

planning alone necessitates controls, for, in India at least, 
the history of controls is older than the history of planning. 

Controls (in the widest sense of the term) were a 

wartime shortages initially, and, were later incorporated as 
parts of even non-plan normal administration under t e 
Industries (Development and Regulation) Act, “ 

Essential Commodities Act, 1055. The coverage of controls 

to-day is admittedly very wide, for 

“Goveriimeat have powers to control prices and 
make allocations in respect of several commodities. 
Steel, cement, raw cot’ on. siigaP and coal are in 
this cat 2 Kory. Fertiliser prices are regulated 
through the C-‘ntral Fertiliser Pool. Stabilisation 
of raw jute prices* through regulated Purchases 
by the manufacturing interests is also 
Both under the Essential Commodities Act, and 
under the Industrial Development and Regulation 
let the prices and distribution of 
commodities arc subject to eontro , Governmen 
can also adjust the rates of excise duty from t me 
to timet on all excisable articles so as to alter 
Litlbl/ the relationship between particular 

prices."' 

It may be seen that the concept <>f 
is much wiL thanpriee-eonlrol, “ t of 

tion that price-controls are unworkable without some 

physical control. 

11-2 Unpopularity of controls. One of " 1^33 

of the administration of controls lod.a rs the 
attempt to_ reconcile two irreeone. ahl , 


d fined fundamental rights,, there "“athat 

dilemma. There is little illusion in ■ o^Po^’^J^ols ; yet, 
there are continuous efforts to o'jonm' .j j j jemo- 

Government, as the custodian of the highest 

cracy, can hardly strive to '“Ofease t f,gedom, 

controls by reducing individual I'horty »nd jj i 3 

or by curtailing seriously the rule of ; ’ rngiently adminis- 
reeognised that "controls “offeotively or ineffi^ 
tered may do harm rather than good . 

♦ Siuco introduced, vide Report on Currency nad Fmono 
p. 28. 

t Along with Budget proposols. 
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that with belter undcrstaii-ling of the purpose of controls and 
a fuller realisation of tlieir nationally beneficial aims, public 
resentment against controls would be gradually overcome. 
It seems necessary therefore, to adopt a three-pronged attack 
against the present popular prejudice against controls, viz., 

(a) wide publicity of the purpose and benefits of control 

measures, 

(b) stringent measures against corrupt practices in the 
administration of controls, and 

(c) drafting control measures sufficiently carefully so as 

to leave fewer loopholes for legal evasion. 

Further, to be successful, control measures must be 
economically rational, for in the realm of economic activity 
power conies through wisdom and not from authority, and no 
amount of either wishful thinldng or the pompous dignity of 
frowning authority would make the system work for long 
against the laws of economics. It is a pity that the sane 
dictum outlined in the First Five Year Plan, has not always 
been borne in mind, viz., 


it is an essential condition that the rationale 

of each control is made clear to the public and the 
rights and obligations of the parties affected defined 
in a manner which leaves little scope for doubt as 
to what IS expected of the public and where redress 
may be had in case of any grievance. It is also 
vital to the success of controls to make necessary 
adjustments in their working from time to time as 
the conditions governing the supply and demand 
ot the commodities in question change’* 


11-3 Statutory basis for Controls in India. We have 
dis^ssed earlier the nature and extent of import control, 
exchange control and credit control, each one of which derives 
Its authority and basis by virtue of powers specifically assign- 

f ^ In the field of internal trade, 

controls emanate from the following main sources 

(1) prme fixation by the Tariff Commission in accor- 

dance with the statutory provisions of the Tariff 

Commission Act, 1951 ; 

(2) powers under the Industries (Development aad 

meft t^r irt- «™Powe^r? G^veTn 

Trade and fW distribution, and, 

racle and Commerce, in any commodity for which 

to secure equitable 
distribution and availability at fair pricls,-the 
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article or class of articles must, however, be related 
to a scheduled industry as defined in the Act ; 

(3) authority derived under the Essential Commodities 
Act, 1965, which enables Government to provide 
for regulating or prohibiting the production, supply 
and distribution of, or, Trade and Commerce in, 
any essential commodity* for which Government 
felt the necessity of maintaining or increasing 
supplies or desired to ensure equitable distribution 
and availability at fair prices ; 

(4) regulation of "Forward" markets under the Forward 
Contracts (Regulation) Act, 1952, to be administer- 
ed by the Forward Markets Commission. 


11'4 Economic basis of CoiUrol Operations. Direct physi- 
cal controls seek to allocate limited supplies to an extracted 
lower volume of demand where supply is inadequate to meet 
the entire demand through the mechanism of the market, 
price controls, on the other hand, seek to bring about an 
altered balance between supply and demand by disturbing 
the relationship between the production of the controlled 
commodity and other commodities. In cither case, the basic 
economic principle is to prevent all those units of demand 
which have a higher marginal demand price, but lower social 
value, from commanding the limited and scarce supply. It is 
clear that except where the controlled price is higher than the 
free market price, price control must mean that demand at 
the controlled price is in excess of supply at thatprice. If so, 
unless price control is accompanied by controlled distribution 
and rationing, "black" market prices must emerge to equalise 
supply and demand ; or, supply would be artificially auguien 
edat the controlled price by lowering the quality ot the 
product, t.c., by substituting a cheaper supply. It is apparent- 
ly futile to control prices without controlling distribution 
(and also, perhaps, production) for one cannot disturb price 
and expect that the forces of supply and demand, even when 
unchanged, would find an equilibrium also at the fli^turbe 
price. Controls are, therefore, like skating down a slippery 
path— there is no stopping till one has gone down fully. 

11*5 Chief crilicisms against the Administrahon of 

Controls. Direct physical controls are always open to ajlmi- 
nistrative abuse, especially if supplies available are execs^ 

sively short, for no equitable principle of f f « 

developed if the quantity available is below the mimm 

” ‘ * Tho Act gave a longliirof eseontial commodities which covorod 

practically ah luxury goods, and, ga\o ols 

power to notify any other commodity aa essential. 
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necessary.* Tlie abuses also emerge because of the largo 
number of persons involved and the complicated hierarchy 
through which controlled distribution must take place. 
Further, the private sector has also to be utilised in the chan- 
nel of distribution and it is difficult to ensure high standard.s 
of honesty in all cases; though, it must be admitted that 
harrasment of the small trader by the petty official is not 
unknown. Thus, direct physical controls are difficult to 
administer in a big country like India, not only because of its 
size and large population but also because of the comparative 
lack of education amongst the people and the unavoidable 
use of a large army of low-paid petty officials. 


So far as price-controls are concerned, the real difficulty 
lies in fixing the appropriate price. If the economy is loft 
to work itself through consumer's preference and producer's 
desire to derive maximum revenue, the price of each commo- 
dity gets itself adjusted in the long run to every other price 
in such a way as to secure equilibrium of demand and supply 
for each commodity. In other words, in an integrated 
economic system, prices arc intcr-relatei and no one price can 
be treated in isolation, as each price is part of a structure of 
prices. A controlled price must obviously disturb this inter- 
relation. The disturbance would bo greater in a period of 
general uptrend of prices brought about specially by infla- 
tionary tendencies rather than by changes in physical avail- 
abilities, than in a period of comparative stability of the 
price-level. From the point of view of economic theory (and 
what is true of theory must necessarily be true in practice 
also) it is necessary to ensure the least disturbance in the 
relationship between controlled prices and noncontroUed 
prices; otherwise, to make controlled prices effective, physical 
controls would be inescapable. At this stage the sceptic may 
wonder as to the necessity of price-control at all if controlled 
prices should be as near to the natural economic price. The 
answer lies in the interpretation to the concept of natural 
economic prices. If by that phrase is meant prices that 
would be brought about by allowing conjunctural short period 
calamities to be exploited by unscrupulous sellers, then the 
theory of controls goes overboard. But no social economist 
of today would accept such an extreme position, and, to 
most, controlled prices are a device to secure a workable 
compromise between private gain and social good. It, there- 
fore, follows that controlled prices must be some sort of ‘'fair 

Commissioner, Sambalpur (Orissa), in 1952. 
in Ppn68 mspeotor asked mo duriDg one of my tours in 
f in» K ^ enlighten him on the best principle of dtstribu* 

amongst C2 adult women. I frankly pleaded 
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prices”— fair to the producers, fair to the consumers, fair to 
the reejuirements of development and fair to the changing 
circumstances and needs of the economy. It is admittedly 
difficult to give practical quantitative expression to the 
notion of “fair” prices. The Tariff Commission is the statu- 
tory agency for fixation of fair prices and since its inception 
in 1951 it has undertaken a large number of enquires relating 
to price-fixation. The composition of a fair price is a debat- 
able question, and it is not surprising that the procedure 
adopted by the Tariff Commission in its various enquiries has 
not only been not uniform but has also come in for consider- 
able criticism.”5 Search for agreement on this question is 
apparently futile and Government can only choose the best 
people to serve on the Tariff Commission and, thereafter, 
leave it to the judgment and integrity of the Statutory 
machinery set up by due process of law. It is not 

that the Tariff Commission has been, in all cases. miaUibie, 

all that is being argued is that the Government has no other 
alternative, though it must undoubtedly play its own part 
properly by putting on the Tariff Commission only people of 
LqLsLned ability and high integrity and who are capable 
of withstanding pressure from all quarters. 

11-6 Open Market Operations in Controlled Commodities, 

Particularly Foodgrains. The problems of 

been considered earlier. It has been pointed out t'!®*' 

the operations of the State Trading Corporation, it ""•y J*® 

possible to stabilise prices, of particular commodities at least 

in the internal market. In the context of price 

market operations in foodgrains has an ^ the 

play. Also, apart from controlling food prices, ther , 

Lre important problem of securing appropriate "'^ "8’,.®“' 

distribution of food supply and ensuring . 7;®”®"‘ 
surplus areas to deficit areas. Again, there is ‘he quest on o 
getting food supplies from abroad to secure halance be^^^ 
all-India needs and our total production . Fin y^ j. 

the necessity of building up buffer “^cks It has been ge 
Iv recof^nised that Governmeut can hard y leave t K 
supply to be cletermined entire^ 

“■iiSt.il “‘•“""'ll 

of food. 
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cumbeiit on Governinoni lo ensiiiT i)ro}nT uvailalulity f*I 
at reasonable prices. The Third Five Year Plan staled the 
policy approach regarding food in the following words: 


“In an economy like ours where a .substantial pro- 
portion of the expenditure incurred by families in 
the low income ranges is on food-grains, reasonable 
stability of foodgrain prices is of vital impci tance. 
Tlie experience in this field over the last decade 
and more has shown clearly that this is a field in 
which neither complete control nor complete decon- 
trol are feasible. Government must always be in a 
position to regulate effectively the course of feod- 
grains prices”. 


Any effective open market operations in food grains re- 
quires substantial buffer stocks and operating on tlicm through 
continuous purchase and sales over a wide front. Further, 
the operations are not identical all over the country at any 
given time. Differences of gcograi)hical and climatic condi- 
tions, varying stages of economic development and unequal 
densities of population, make India “a world unto itself” 
where movements of prices arc not exactly uniform. As food 
prices vary between different places, it might be necessary 
to buy in some parts and sell in some others simultaneously. 
This requires a widespread network of storage facilities and 
an administrative organisation highly sensitive to market 
changes. The task is not easy, but it has to be undertaken 
if Government is to prevent antisocial activities like hoarding 
and profiteering from getting the upper hand.* 

11*7 Conclusion. Controls appear to be unavoidable. 
As they are also fraught with danger, they must be operated 
withcaution. Infallibility cannot bo claimed for any orga- 
nisation, not even for a Government dedicated to the welfare 
of its people, but competence and integrity are legitimate ex- 
pectations, not beyond realisation. The tasks are difficult 
and sliould be approached in a spirit of humieity, with em- 
phasis on control on “controls”, for, otherwise, controls like 
lirankenstein, may destroy its creator. 



La*oh enalysed fully in Voh I 

oee L-h. V, particularly paras 4*4 and 4-5. ^ ^ 
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THE BANKING SYSTEM 


1. Nature and Functions of Banking. 

M The Concept of Banking. As an integral part of the 
economic system, banking owes its significance to the growth 
of the habit of settling claims against one another by the 
transference of, not legal tender currency but instead, claims 
to money. The use of claims on money to settle transactions 
is synonymous with the emergence of money as a link between 
value surrendered and value acquired through an economic 
transaction in which the unit of money used is not wanted 
for its own sake but for the purchasing power it commands. 
Thus, with the decline in the significance of the mtnnsio 
value of money for purposes of enabling money to discnarge 
its functions, it became immaterial as to whether one use 
legal tender currency, which itself to-day is token ® 

fiat money with the intrinsic value of the material substance 

of which it is made divorced from its ’ 

or a claim to it, which conversely is a title to a debt ^ 

binding on a bank. It is the growth of this charaoter^t.c 
in the economic system which laid the foundations 
banking, though original banks did, probably, ca 
existence as dealers in precious metals, remitters of 
from place to place and providers of safe custody for 
blcs along with usurious lending. 

1-2 Meaning of Bank-M,mey Ba"k Money is nondcgal 
f'ons^Vtu'te "an important part of 

r -.S' w 

™.h .;vln!. o. i™;™' 't'l'wSS. 

Z7s and advaLcs. Once. *^owevcr. a g^en volume of bank^ 

money has come into existence, e w .* . ■ i to what 

for settlement of transactions and it is immater al 
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piirt of it I'opresciitrt passive deposits and wliat part has la-cn 
actively ere .ted. Ti»e modern banking system can thus play 

an important part in enlarging or contracting the volume ot 

available bank -money for enabling the economic system to 
function, though in the ultimate analysis there docs ex st a 
broad link between the volume of legal tender money in a 
country and the total volume of money supply including hank 
money. Since the person accepting bank money is not 
aware as to whether it is a part of passive deposit or a part 
of actively created deposits (nor, in fact, does it matter to 
him which part it represents), all that ho expects is that, 
when presented, it would be convertible into legal tender 
money, if required. Thus a person accepting bank money is 
accepting a debt of the banker to somebody else, and it is 
obviously immaterial whether the debt originated by the 
bank accepting a deposit and incurring a debt, or, by the 
bank granting a loan and creating a debtor to it. The circula- 
tion of bank money, therefore, is synonymous with faith in the 
debt being encashed, when required, in money. Thus, “the 
use of Bank-Money depends on nothing except the discovery 
that, in many cases, the transference of tlio debts themselves 
is just as serviceable for the settlement of transactions as is 
the transference of the money in terms of which they are 
expressed. A title to a debt is a title to money at one 
remove, and, to the extent and within the field that confi- 
dence is felt in the prompt convertibility of the debt into the 
money, the clement of remoteness is irrelevant to the service- 
ability of Bank Money for settling transactions.”^^® 


1*3 Functions of Banking. Banks perform a variety 
of functions in the modern economy and, to a great extent, 
not only is the development of the economy assisted and 
promoted by banking, but one might say also that the extent 
of the use of banks and bank money is itself an index of the 
state of develoi)raent of an economy. The functions of a 
bank may be broadly indicated as follow : 

I. Pure banking functions — 

(i) receipt of deposits both on current account and 
fixed deposit account, 

(ii) discounting of bills and promissory notes, 

(ili) granting of loans, 

(iv) issuing of drafts, letters of credits etc., and, 

arranging to remit money from place to place, 

(v) acceptance, on behalf of customers, bills of ex- 

change ; 

HO. If ey nos— Treatise ^oMonoy, Vol. T, p. 16. 
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II. Agency scivke Jundwns — 

(vi) collecting and paying of cheques, 

(vii) acting as trustee or executor of its customers, 

{viii) collecting of dividends, interests etc. on stocks 
and securities held on behalf of customers, 

(ix) making periodic payments, as per standing 
instructions of customers, of subscriptions, 
insurance premiums etc ; 

III. General uiilily service functions — 

(x) issue of credit instruments, 

(xi) transaction of foreign exchange business, 

(xii) rendering safe deposit facilities for valuables etc. 

The above classification of functions* is purely for con- 
venience of enumeration, for clearly some of the functions 
overlap with one another. However, detailed enumeration 
of the functions of a bank is useful, for sometimes a bank is 
defined (rather described) by the functions it performs ; tor 

example, the definition used in anU.S. Act of Congress runs as 
follows : 

“By ‘banking’ we mean the business of dealing in 

credits and by a ‘bank’ we include every person, 
firm or company having a place of business where 
credits arc opened by the deposit or collection ot 

money or currency, subject to be paid or remitted 
upon draft, cheque or order, or, where money is 
advanced or loaned on stocks, bonds, bullion, bills 
ofexchange, or promissory notes, or where stocks 
bonds, bullion, bills of exchange, prom-ssory notes 
are received for discount or sale. 


This is as good a list of functions of a f ^ 

one can visualise, and brings out the fundamental point, viz.. 

(a) that banks are institutions wliich ^rry on operations 

ofgivingas well as receiving credit, and 

(b) that banks are institutions that 
borrowed funds rather than owned 
tinguished from moneylenders, though f 
profits over time do increase steadily the sig 

ficance of owned funds for a bank. 


in India has been influenced considerably by historical g 


• The reader may ot this stage aoquint himself with the elements 
of banking ; Soo Walter Leaf — Banking. 
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and past tratlitions, and is to-day a peculiar adai){:.tion of 
the U.K. model with speciQc Indian cliaracterislics inter- 
woven. Following U.K. practice, India has developed a 
system of commercial banking based mainlj' on the oragunisa- 
tion of joint stock banks. In addition, we have what arc 
historically known as the Exchange banks as also a giant 
state owned commercial bank in the State B.ink of India, 
There arc tlie .specialized co-operative banks and the institu- 
tions for industrial finance working more or less on a formal 
organised basks and modelled to a great extent on western lines. 
In addition, we have tl»e unique institution of Indigenous 
Banking, though even to-day controversy rages round the 
age-old question of whether to regard him as a banker or a 
moneylender. Thus the constitutents of the Indian banking 
system arc : 


1. The Commercial Banks, consisting of : 

(a) Indian Joint Stock Banks 

(i) scheduled banks 
(ii) non-schcduled Banks, 

(b) Exchange Banks, i.t. Indian branches of foreign 
banks ; 

2. The Indigenous Bankers ; 

3. The specialized agencies of finance, comprising of : 

A. Rural Finance.* 

(a) Co-operative Banks, 

(b) Land Mortgage Bunks, 

B. Industrial Finaweef 

(a) Industrial Finance Corporations, 

(b) State Finance Corporations ; 

4. The Post Office Savings Banlcs ; 

5. The State Bank of India ; 

6. The Reserve Bank of India. 


Of the above, the State Bank of India performs functions 
simitar to those of commercial banks, but because of its 

special position and structure, it is better to study its activi- 
ties separately. The Reserve Bank of India is, of course the 
head of the system and performs the functions of a currency 
authority and discharges central banking obligations The 
Government Post Offices are performing banking functions in 
the sense of accepting deposits and mobiUsing savings, but 


• Soe, Chapters III and IV. 
t See, Chapter VI. 
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they do not undertake the lending functions or the various 
otlier subsidiary functions of banks. So far as the Indigenous 
bankers arc concerned they certainly perform practically all 
the functions of organ-sod banking, including in some cases 
acceptance of deposits, but they are usually regarded as a 
part of t!ie unorganised sector of Indian banking and do not 
come under the same type of formal control of the Reserve 
Bank of India as the organised banks do. 


2'2 Trends in Indian Banking Development, 

2-2- 1 Groiotk of Bank Money* The proportion of econo- 
mic transactions covered by bank-money in India is compara- 
tively low, and, transactions in money still play a sigmnca 
part in the Indian economy. In this respect, is com- 

paratively backward, for in western countries and the more 

developed economies of Australia and ™ ™ J 

preponderates and the use of cun*eney is insignificant. i 
comparatively minor role played by bank money in India is 

illustrated in the table given below 

(Crores of Rupees) 


Last Friday 
of Year 


Total Money Currency Voria 
Supply with with the tions 
the Public Public in 

( 3 ) 


Deposit Varia- 
Money tions in 
with the (5) 
Public 



1950-51 

1955-50 

1950-57 

1957- 58 

1958- 59 

1959- 00 
1900-61 


1,971’06 
2.184-45 
2,312*88 
2,389-35 
2,499-59 
2.703 13 
2,901-72 


1,330-76 
1,505-22 
1,55049 
1,607 13 
1,72530 
1 , 862-72 
2.026-89 


+ 81-72 
-b 193-89 
-f 51-72 
+ 51-29 
.i-117-90 
+ 138-79 
+ 107-05 


640-30 

079-23 

756-39 

782-22 

774-23 

840-41 

874-83 


+30-93 
+70-37 
+77-16 
+25 83 
— 7-99 
+ 66-18 
+34-42 


Source : R.B.I* 


It is appar..nt that not only "X^durinS: la" 

less important than currency, growth of 

decade has been u^ble to keep th^t the poverty 

currency. It sliould. ^o'v'^ver. be r . 

ofthe Indian masses, their lack of country 

value of a large proportion of major bank 

restricts the use of bank money. Further, som 

* FoTstatowiso dotnilod slotistics, Seo Vol. I, Ch. I, Tables 13, 
13 A uud 14. 
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failures in living memory have sliakcn tlie confidence of the 
public, and it is, therefore, not surprising that inspite of 
modernisation of the economy, the switchover from currency 
to bank money has been comparatively slow. 

2 2‘2 Growth in Numbers. Judged by the growth in 
the number of banks, the position is still more unsatisfactory 
and one. may be tempted to argue that since the basic struc- 
ture of banking i? not being properly developed, it is doubt- 
ful whether tlie switchover to the use of bank money would 
take place in the fcresccable future. 


Number of Banks 


Type of Bank 

1951 

1955 

1958 

1959 

1960 

(1) 

(2) 

(3) 

(4) 

(5) 

(6) 

1. Indian Commercial Banks 
(a) Scheduled banks 

76 

72 

77 

78 

77 

(b) non-scbcdulcd banks 

469 

365 

278 

265 

252 

2. Foreign Banks 

(a) Scheduled banks 

16 

17 

16 

16 

16 

(b) non-scheduled banks 

5 

1 


— 



Total 


566 455 371 359 345 


{Source : R.B.I.) 
The information revealed by the above table indicates 
some paradoxical developments. The number of scheduled 
banks have remained practically stationary at the end of the 
decade as compared to the beginning, but during the same 

period thenumberofnon-scheduled banks has gohe down siL'- 

nificantly. This may partly be due to amalgamations and in- 
creases m size, which is a trend for the better, and, partly 

nnn I ^^scouragemcnt to the very concept of 

non. scheduled banks in the country. ^ 

«/ Branch Banking. It might be em- 
phasised tliat the total number of banks in the country is not 

Number of Banking Offices 
Types of banks 


( 1 ) 


^951 1955 1958 1959 I960 

(4) (5) (G) 

V'? *1** Commercial Banks 

(a) Scheduled banks 2681 2791 3563 3860 4080 
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(1) 

(2) 

(3) 

(4) 

(5) 

(6) 

(b) r.on-schcdulcd banks 

1463 

1141 

862 

828 

789 

2. Foreign Banks 

(a) Scheduled banks 

05 

67 

66 

66 

69 

(b) non-sclieduled banks 

0 

1 




Total 

4115 

4000 

4491 

4754 

4938 


(Source : R.B.I.) 

It is clear that the total number of bank offices has 
increased fairly satisfactorily; but the more satisfactory 
was the increase in the number of offices of Indian scheduled 
banks. Since the total number of Indian scheduled banks 
remained practically constant during the last ten years, the 
increase in the number of bank offices is an unmistakable sign 
of the development of branch banking*^’ in the country Ihis 
is a healthy development for generally the vulonerabihty o 
the banking system is reduced with the growth of 
banking, which also leads to greater mobilisation of savings 
and better flow of funds between surplus savings areas ana 
deficit investment are is. Branch banking is possibly less 
costly to maintain and. therefore, tends to reduce the ratio oi 
costs to total business to less than what it would be if indepen 
dent banks were to multiply and command the same , 

volume of total business. It might be argued, as has mdeea 
been maintained by supporters of small scale operations tha 
independent banks are usually more active m 
business and would, therefore, develop 
faster. Such a contention is contrary to the lessons of h. tog. 

for in India at least, small banks have been f ® 

cieney, nepotism and patronage, and unbusmess like mveat 

ment causing considerable loss of national “ itors 

nothing of the great hardship caused to many small c p 
"life’s sardngs have been practically wiped out due to 

byd management.* 

2-2-4 Growth of Deposits. The function of depositee 
ation. whether passively ^i;/bTrne mi^d that 

function of banking system. indicative of 

the popular conception of a lar^ ^ strength 

effei.ivcprnmotion of savings or as an 

of a bank is fallacious. To the for the bank, 

through loans and * ^,te a source of strength or 

o? weakness' depemU "on how 

a'SF."'E sek .Wo.i. r ,»«*w 

147. For odvontagos of branch banking, soo Sayera-Modorn Bank- 

ing pp* 23*24. i t ^ as 

• For State-wiso distribution of bank offices, soo Vo • > p* 
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weakness and danger for tlic bank. Again, it is i) 0 i)ularly 
believed that time-deposits represent savings, while demand 
deposits indicate loans given. There is no foundation for such 
a belief. It may be true to a limited extent that a larger 
proportion of time-deposits is the result of refraining from 
current consumption and is held as a sort of sivings for the 
rainy day, but it would certainly bo inaccurate to correlate 
savings with any particular movements of time-deposits and 
demand-deposits relative to each other. Similarly, wdiilc a 
larger proportion of demand-deposits may possibly be the 
result of loans and advances, it would be a mistake to asso- 
ciate every increase of demand-deposits as a sign of increase 
in loans granted, for it could equally well be a sign of increas- 
ing liquidity preference of the public, and represent savings 
which might otherwise have gone to swell time-deposits. It 
may, therefore, be emphasised that the distinction between 
these two types of deposits, while important for purposes of 
judging the nature of the liabilities that the bank is carrying 
and significant for assessing the adequacy or otherwise of the 
reserve ratio’s of banks against their liabilities, is unimportant 
for assessing the extent of mobilisation of resources that the 
banking system has undertaken. The aggregate figure of 
clep jsits, however, does provide an index to the part played 
by the banking system. So far as the economy as a whole is 
concerned, and, a rising volume of aggregate deposits, assum- 
ing that the loan policy of the banks is not more unsatisfac- 
ory than it was before (or, more positively, has remained as 
satisfactory as previously), does indicate a more extensive 

service rendered to the community. Since a major problem 
lor planning in Indm IS increasing the rate of domestic sav- 

ings, it IS a matter for serious consideration whether the banks 

should not be compelled to publish separately figures of their 
passive deposits and created deposits, rather than to leave it 

V'^satisfactorily) from figures of loans 
nn Otherwise.* However, a statement is given 

Sa "S' te.; «= 

banking system in 1962-63 

■ SSSSS » 
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at tlie latest do not recover and rise above the peak level 
reached in 1959-60, it would be a serious concern. 


Deposits 


( Rs. Lakhs ) 


Year 

(Last Friday 
of March) 

( 1 ) 

1951-52 
1955 56 
1957-58 

1959- 60 

1960- 61 


Indian Schedul- Non-scheduled 
ed Banks Banks 


Total 




632,93 

814,96 

1187,72 

1614,43 

1586,66 


(3) 

58.81 

66.81 
46,41 
50,09 
42,73 


(4) 

691,74 

881,77 

1234,13 

1664,92 

1629,39 

Source s B.B.I' 


2-2-5 Growth of Savings Deposits. From a strictly ana- 
lytical point of view, figures of Savings Depomte do n t^^^^ 

vide any accurate index to total savin p presumption 

excent as pointed out earlier, there could be a presu i 

madfinot unjustifiably) that larger savings ^0"^ ^ qm 

go to increase the savings deposits "'1* 'avings 

fould, therefore, perhaps argue ^11 rising prices 

deposits, especially during a prefer- 

wi?h a mounting tendency towards v i^rfect, 

ence on the part of the public, are g yjjjptions and 

of a rise in domestic savings. below 

qualifications are so many that the figures giv 

should be interpreted with great caution. 

Savings Deposits with Scheduled Bai^ 

® (Lakhs of Rupees) 


Year Indian Schedul 
(Last Friday) e d Banks 

Ml (2) 


m 

1955- 56 

1956- 67 

1957- 68 

1958- 59 

1959- 60 

1960- 61 


155.01 

175.01 
190,80 
208,94 
231,67 
256,16 


Foreign 

Banks 

"( 3 ) 

14,42 

15,62 

17,34 

19,84 

21,69 

25,65 


Total 


(4) 

169,43 

190,61 

208,14 

228,78 

253,36 

281,81 


Source 5 B'B.I. 
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3. Safety in Banking. 

3‘1 The Concept of Safely. Good banking is not neces- 
sarily synonymous with safe banking, if safety is defined as 

merely ability to repay all deposits when due. If safety in 
banking were to be interpreted in that narrow and restricted 
sense, a perfectly safe bank would hardly make any contribu- 
tion to the development of the economy and would earn for 
itself little profit. It is, of course, not implied that one could 
conceive of a bank as being good and yet unable to meet the 
day to day demands for withdrawal made on it ; what is being 
suggested is that all deposits due for payment on any parti- 
cular day is not necessarily equal to all likely withdrawals 
on that day, and, economic safety in banking consists of 
providing for the latter and not for the former. In other 
words, good banking involves the estimation, as accurately 
as possible, of the maximum potential withdrawability of 
tunds at every point of time and making provision for meeting 
such demands at each point of time. Thus, safety in banking 
may be regarded as constituting : 

a recognition that a bank must be safe {in the sense 
defined above) at every point of time and not merely 
in the long run ; that each and every bank must bo 

so safe, for safety of the banking system as a whole 
IS a misnomer ; 

(b) a careful estimation of likely normal demands for 
net withdrawal from a bank each day ; and 

(c) a provision of adequate cash in legal tender money 

to meet promptly all such withdrawal. 

It IS obvious that the crux of the problem lies in th) 

havItCfam vT wisdom, le 

sound H T Withers to the effect that 

sound banking depends not on good laws but on good bankers 

over ^ » « 

a i “rn? • ft tt“f 4 

of the rcoonoiUattn 

r“T'” 

the profitability of the totnl^ “ay be noted that neither 


3i0 


SOME ASPECTS OF INDUN ECONOMICS 


» 

constant factor. It changes with every change in the economic 
situation, so that the alert banker has always to be on the 
look out for opportunities for expansion (or, if necessary, the 
need for contraction) in his total investments, and to shift 
his investments from one direction to another. Thus, some- 
times it may so happen that a banker may perforce have to 
keep a larger cash reserve than he need keep, though such a 
contingency is unlikely in an expansionist economy. As 
regards his proper cash reserve, it may be pointed out that in 
calculating its appropriateness a banker must necessarily 
assume continuance of normal conditions for no anticipatory 
action against sudden and unforseen abnormalities can be a 
part of normal banking operations. 

3-3 Factors nffectng Cash R^erve. A every day 

constantly paying out cash and J“Xnkr 

ting cheques ; ,, 

■ 

(3} Bcnsonai demands. . moscmenCs are 

rr..T3 

the net difference between cheques drawn a 
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and ill favour of a bank has to be providt'd. In the 
absence of clearing house facilities, the entire volume 
of cheques drawn against has to bo provided in 
cash, for no bank could be certain of collecting the 

cash on cheques drawn on other banlcs held by it 
before it is required to honour the cheques drawn 
upon it; 

(6) nature of accounts. It is well known that salaried 
account holders draw less frequently in cash than 
business account holders, particularly those engaged 
in speculative transactions ; 

(7) size of deposits. It has been found that the need 

for cash reserve is greater in the case of larger de- 
posits than for small deposits ; 

(8) number of accounts. The larger the number of ac- 
counts, the less is the requirement of cash because 
there is a smaller likelihood of any general move* 
ments for encashment of deposits ; 

(9) conventional amounts kept by other banks and the 
need for ‘‘window-dressing’*. It is generally impos- 
sible for any particular bank to keep a cash reserve 
at a very much lower figure than that maintained 
by other banks because of the necessity of maintain- 
ing the confidence of a somewhat irrational piiblic; 

(10) legal requirements. Where the law requires a 
prescribed cash reserve ratio, the minimum so 
prescribed no longer remains within the discre- 
tionary calculation of the banker. 

The various considerations outlined above would seem 
to indicate that if cash reserves were to be rationally deter- 
mined, they should vary from bank to bank, and, vary from 
time to time even for the same bank. However, strangely 
enough, the actual fact is quite oiherwise, viz., the cash 
reserve ratios have a strange constancy over time and a 
peculiar uniformity from bank to bank. There is a tendency to 
fix a ratio (hit upon one would, perhaps, be a more realistic 
way of expressing it) and then to permit only moderate 
departures from time to time. 

3*4 Cash Reserves — the Facts. 

4 . 1 . ^ ^ practices do not exist in vacuum, 

they are influenced by the economy in which they function. 
In the past banking practices changed slowly and im- 
perceptibly because the economy itself changed sraduallv. 
Such, however, is not the case any longer. State interven- 
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tion and planning are rapidly altering the face of the 
country, and, in one decade India has changed radically, 
perhaps more significantly than she did during the first half 
of the twentieth century. In the field of banking also, rapid 
and revolutionary changes have taken place with the Reserve 
Bank of India entering into its true role of developmental 
banking and the Government providing a new framework of 
banking law for the system to work under. The economic 
integration of the country has made the different economic 
regions to come closer, and with the development of branch 
banking, quicker remittance facilities and availability of 
reliable credit facilities from the Reserve Bank of India 
{both normally and in emergencies) the regional differences 
in banking practices that existed prior to 1950 are on the 
decline. The cash-ratios of individual banks, therefore, have 
ceased to be significant for studies relating to banking prac- 
tices and it is doubtful whether they are of much importance 
even from the point of view of the safety of particular baidcs 
as investment policy rather than the cash-reserve ratio has 
proved to be the deciding factor for the efficiency of a bank. 
The cash-reserve ratio of the aggregate banking system would. 

therefore, appear to be now a more fruitful object of study 
than cash-ratios of individual banks. 

3*4'2 In the analysis of the problem, it would be 
enough to confine detailed attention to only the scheduled 


Ratio of Cash to Aggregate Liabilities 
(cash means cash in hand and balances with Reserve Bank) 

(Rs. Lakhs) 


Year All Indian 

(Average Scheduled Scheduled 
of Banks Banks 

Fridays) 


( 1 ) 


1951-52 

1955-56 

1056-67 

1957- 58 

1958- 59 
1659-60 

1960- 61 

1961- 62 


( 2 ) 


11*03 

8*69 

7-96 

8*89 

803 

6*75 

7*33 

6-46 


(3) 


11*48 

9*06 

8*11 

9*04 

811 

6*80 

7*30 

6*64 


Foreign 

Banks 


(4) 


9*22 

7*16 

7-26 

8*09 

7*46 

638 

7*56 

6*93 


Aggregate 
Liabilities of 

~(3) r4)~~ 

(6) (6) 


687,90 
811,65 
906,56 
1,108,07 
1,342,24 
1,570,03 
1 679,06 
1,694,88 


171,30 

191,89 

188,35 

208,61 

206.63 

216,75 

235.96 

266,71 


Source t R.B.I. 


N.B 


Figures relate to business in India. fnr this 

Tl,e figure, for average ofFridaye are a bo ter ^.do for tb« 
purpose than the figures of last Friday of tlio ioor. 
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baiik'^, since the business of the noii seiietlulod Inuiks is a 
tiny fraction of the total deposits in tlio country. Again, it 
seems better to consider the ratio of cash to aggregate liabi- 
lities rather than merely aggregate deposits, though the latter 
without doubt constitute the lion^s share of the former. The 
table on previous page illustrates the position i 

Two conclusions emerge from the above table, viz that 

(a) there is a tendency towards a steady decline in the 
cash-reserve ratio, 

(b) Indian banks keep a higher cash-reserve ratio than 
foreign banks. 

There is nothing unsatisfactory in either of these trends, 
both of which are consistent with the changing course of 
economy and banking in the country. It is clear that with 
the growth of banking habit, the use of cheques must rise 
and with it there should normally be a decline in the cncash- 
ability of cheques drawn, i.c. more and more cheques would 
tend to be re deposited so that there would bo only transfers 
of deposits as between banks and individuals rather than 
conversion of cheques into cash. This, together with the 
available assurance of credit facilities from the Reserve Bank 
of India must logically lead to a decline in the ratio of cash 
maintained. It is also not unusual that foreign banks 
should keep a lower cash-reserve ratio, for public confi- 
dence'^® in them is still higher than in private Indian banks 
partly because of past history of Indian bank failures and 
partly justifiably so because of a sounder investment policy 
pursued by them. However, the gap between the two ratios 
is steadily on the decline and in the foreseeable future, per- 
haps, it would be unnecessary to have figures in three columns 
for such a study. 

4. Bank's and Economic Uses of Funds. 

4*1 Banker’s Responsibililij. In the matter of uses of 
funds, the banker has both a national responsibility and a 
particular responsibility. The funds made available to the 
banking system no doubt primarily belong to individuals, but 
they are also a part of the resources of the nation. It is not 
unreasonable to expect, in the context of planned develop- 
ment with a low availability of domestic resources that the 
banking system should make the best national use of the 
resources available to it, consistent, of course, with the 
minimum in terests of the individual depositors and the bank 

148. For an excollont an^ysis of faolors determining oonedence 
Bee, Aluranjan— Hod^ro Banking in India pp, 322*338^ ^ 
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itself. In other words, Dcitlier safety nor profitability consti- 
tute the be-all and end-all of a bank’s investment policy, for 
the country is entitled to demand that resources of i he banking 
system shall be used to further the development of- the 
country along the objectives laid down in its planning 
policy. In 1931, the Foreign banking experts-**’ invited to 
assist the Indian Central Banking Enquiry Committee stated 


in their report : 

“We endeavoured to take into account the specific 
circumstances prevailing in India and to adjust our 
views accordingly, but we cannot accept recommen- 
dations. which are, in our opinion unsound and 
contrary to banking principles which ought to be 
adhered to under all circumstances and in all 
countries. Our conclusions are based on these 
principles and we cannot concern ourselves with 
ambitions or desires of a political or nationalistic 

character.” 


With the first part of the view expressed 
would bo general agreement. No sane social 
would ever ieam of using the banking 

sound principles of commercial banking, especi y jj. 

use would be against the long period „ ha liking 

With the second part of the views of the ^ 

experts,* there can be a legitimate difference 
one could maintain, (in fact in the 
planned development, one should maintain) that w 
native uses of funds are available banks paust g v P 
to those that are consistent with the objectives o P.j^ 

and further its targets. The choice is obvious^ 

alternatives are eqvally high rate 

where there is no lack ol safety, though *®®’‘ S • return, 
of jirofitability, with the required minimum «o''®"’ bailing 
It is not unreasonable to impose a ®®®pfi®® ”'^,fhave 
system (and, wia it, on those who would ot!'®"'*;® ’^The 

ted a little more as individuals) m ‘h® X^^^rpose iu 
banking system must increasingly acq o'^nuroose can it 
their activities, for only by acquiring =“®h ® P“/P;Xido the 
legitimately claim to be allowed to continue outsiuo 

public sec tor. 


149. Central Banking Enquiry Commitloo. 

p. 007. 

• strangely, at the same time the Maemillan Committ« on Finance 
and InduBlry in England wore holding thot an “dd.t.onni burden 
on the baile could be ■■justified in the pubho .merest. See 

Report* p. 158* 
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4-2 inr,slmenn)MbuiioH of Assets. Tho fun.is cl' a 
bank can be utilised profitably m the following directions . 

A. Creation oj hank credit 

(1) Loans and advances, including cash credits 
^ and overdrafts, e. creation of active bank 

deposits ; 

(2) Purchase and discount of bills ; 


B. Purchase of Securities 

(3) Investments in Government securities ; 

(4) Transactions in stocks and shares, i. e. invest 

ments in variable yield securities ; 


0. Short term lending 

(5) Balances with other banks, mostly in current 
account ; 

(6) Money at call and short notice. 

Like most fields of banking, the structure of assets of a 
bank involving the profitable uses of funds is not 
being laid down in a cut and dried formula. It involves the 
exercise of considerable judgment in which the conflicting 

claims of safety and profitability have to be balanced, and 

true national interests recognised. In the field ol invest- 
ment distribution, the banker must act as an agency lor 
social welfare, furthering the aims of planned development 
within the framework of private sector banking which cannot 
completely eschew considerations of profit. The Indian 
banking system has a peculiar composition in this ^spcct. 

One of its constituent instutions, in fact the biggest Dr<>tbcr 

viz., the State Bank of India, is in the public sector while the 
remaining ones are in the private sector. This mixed compo- 
sition is both an advantage and a disadvantage. On the 
one hand, it is easier for the banking system to easily recog- 
nise the lead of the State Bank of India in the matter of 
public policy ; on the other hand, there is the obvious tempta- 
tion of leaving to it the burden of public policy while the 
cream of economic returns may bo bagged by private sector 
banking. 

4*3 Piinciplea of Distribution of Investments. There is, it 
may be emphasised at the very outset, no such' thing as a 
theoretically ideal principle of distribution. No distribution 
is ideal by itself, for it is influenced considerably by circum- 
stances in each country, changing conditions of the economy 
and even by the particular problems of each bank. The 
position was ideally put by Prof. Muranjan'^®as follows : 


150. Modern Banking in India, p. 130. 
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“Tiie 6nancia1 and economic structure of each 
country prescribes in a broad manner the character 
of resources which banks attract and the type of 
investments in which their funds find outlet. With- 
in the limits set by the financial and economic 
structure, each bank and banking system have to 
strive to reach a balance, often a very delicate one, 
between a maximum of profit and a maximum of 
liquidity and elasticity. The factors which underlie 
the financial and economic structure are themselves 
liable to large cyclical and secular changes amidst 
which eternal vigilance and adaptability are the 
only key to success in banking.*’ 

It might be added that fthe emergence of planning 
slightly alters the emphasis since the objective of planning 
must be to reduce significantly, if not eliminate altogether, 
*'large cyclical and secular changes"; but, planning at the 
same time imposes new obligations in the shape of recognition 
to the revisions in economic priorities brought about by 
induced change. Even though a bank’s investment policy 
must be ultimately the result of decisions based on informed 
judgment rather than on any set rules and procedure, one 
could lay down certain broad principles which must underlie 
the banker's decisions. These general principles are ; 

(i) Safety. The principle of safety must be the primary 
principle. Advances made, and securities purcha- 
sed, must be such as not to involve the funds of 
the' bank to any risks of being lost. It must, ho^y- 
ever, be recognised that safety as a criterion is 
ossenlially a relative concept, referring ns it docs 
to an assumption of normal economic and business 
conditions continuing. In a sense, the application 
of the principle of safety is a negative one empha- 
sising that 

(a) prima facie unsafe loans should be avoided, 
and 

(b) as between equally profitable investments, the 
more safe one should be preferred. 

(iil Maturity spread-over . Since liquidity for a bank 
must mean ability to meet demands at all tiroes, 
investments of the bank must not involve locking 

up of funds for periods and amounts \yhicli reduce 

Houidity to a margin below the reiiuircmcnts for 
maintaining encashability of demands. This really 
implies that various investments must be hda m 
such a manner as to more or less coincide as regards 
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maturity with thu liorrowinys <)f tlu- lunik. ^ Nor- 
mally a commercial bank obtains its fiiiulsloi s i > 
“at b^st medium) periods. Thus, a oommcrcal 
bank's liabilities being repayble on demand or at 
short notice, it can lend funds only for a short 

period. Further, commercial banks 
in a position to shorten the maturity of their hold- 
ings, and. recall, if necessary, loans made to meet 
the demands of its depositors m case of a general 
withdrawal of the deposits from the bank ; hence 

the importance of the item '-money at call and 
short notice." 


(iii) Wide dispersal of borrotvers. It is usually prcfcrabl^o 
to advance moderate sums to a large number or 
customers than to lend large a^nounts to a small 
number. This principle is based on the sirnple law 
ofprobability that there is always a less chance ot 
there being a general default by many customers. 
The principle may be further extended to cover the 
idea of avoiding concentration of loans on a tew 
lines of business, especially if they are interlocked 
and mutually dependant for prosperity, as depres- 
sion in particular lines of production is less unavoi- 
dable than a general depression of the entire econo- 
iiiy. In simple language all this only implies that 
a bank should not invest all in eggs nor put all the 
eggs it has in the same basket. 


(iv) Profilabilily. However much the term 'profit' may 
be at a discount in a socialistic pattern of economy, 
banks must and should make profits. The income 
of banks must be, at least, sufficient to pay an adc* 
quate rate of interest to attract deposits and meet 
its costs of operation. One of the paradoxes in 
India is the reluctance to stimulate savings by 
making it attractive to save. Thus, we have the 
Reserve Bank directing scheduled banks “not to 
pay interest at a rate higher than 2 percent below 
the Bank rate on deposits repayable on the expiry 
of a period not exceeding 21 days from the date of 
deposit or on notice of not more than 21 days"; wo 
also have a virtuous indignation against any normal 
and long period rise in deposit rates ns it|may “in- 
crease borrowing costs and endanger plan targets." 
We do not, however, seem to recognise that if domes- 
tic savings must be stimulated, an increased rate 
of savings can normally follow only from a more 
attractive deposit rate; and, that only if the banks 
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have more funds would they be able to extend their 
investments to more profiiable fields and simulta- 
neously aid productive effort according to the objec- 
tives of the plan. However, .a banker should reco^ise 
that an investment which has a higher profitability 
because it is more risky, is an illusory attraction 
and is best avoided in the interests of prudent 
banking. 

(v) Mtxed holding of Government Securities, Stocks and 
Shares. Usually all banks have a fairly large 
portfolio of securities. Investment in securities is 
more convenient than extending loans and advances 
or discounting bills, and there is a tendency m the 

banking system to lay increasing emphasis on this 

form of inveament. The advantages claimed tor 
investing funds in securities are : 


(a) quick marketability, 

(b) steady yield, 

(c) comparatively greater safety, and, 

(d) absence of violent fluctuations in price. 

These are undoubtedly substantial advantages, but it 
would be obviously incorrect to assume that all types of 
securities satisfy all the conditions outlined above. For ex- 
ample Government securities are safe, easily marketable and 
provide a steady return, but their value would alter with 

Ganges in the Bank rate or with revisions m the rates of 

interest offered for new floatations. They would suffer capital 
depreciation with a rise in long term rates of interest Indus- 
trial stocks and shares on the other hand may yield a more 

profitable rate of return, though their yield may be variable 

but it cannot be claimed that they are as safe ns giltedgcd 

Jov;rnmerpaper, though dealing in ‘■blue chips” has ate^y 
Len quite fashionable. A bank s portfolio of securities has 
therefore to be a mixed lot. It must bo made up of 
iudiciois’mixture so as to ensure all the qualiti^ being satis- 
fied for the ‘bag’ as a whole, though particular lots may 
suffer from one or other of the shortcomings. 

To sum up we find that the structure of 

pattern of iSUstment for the banking system is 

affair. No simple straightforward rules can be laid 

for achieving an ideal distribution. . i„ 

might say that the banks must primarily aim at liquid ty 
thfir invLtment policy, for ability to command cash fimoMy 
is essential to meet an emergency, and for a bank tl. eve i 
such thing as ultimate solvency with short period inabilit) to 
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meet demands, however abnormal or uniustific<l they 
Liquidity for individual banks is j^cnerally much greater than 

for the banking system as a whole, for „ 

provides a support to every other bank while for the bankin^ 

system there is no support beyond the Central Bank as ^hc 
“lender in the last resort”. Thus, while it is true that the 
banking system is less vulnerable and more stable U the 
individual banks are in a genuinely liquid condition , it is 
also equally true that “there is no such thing as liqind'ty 
the banking system as a whole”. This is so because hquidny is 
dependant on marketability or shiftability, and for the ban - 
ing sj’stem as a whole there are, in this respect, well-maiked 
limits. The truth of this would be apparent when one recog- 
nises that : 

“An individual bank can dispose of its assets to 
the public or to another bank ; all banks taken 
together can shift them within the limits of law 
and practice to the Central Bank, if one is in exis- 
tence. In certain circumstances, the banking system 
of a country may be able to invoke the aid of 

foreign banking systems for the same purpose 

(But) If every bank were to decline to renew 

its loans or to endeavour to place on the market, 
its assets on any substantial scale, a complete 
breakdown of the economic system could be the 
only result.”*®^ 

In reality, however, these limits are practically sufficient. 

4’4 Investment Pattern of the Banking System in India. 
So far wo have been considering the theoretical aspects of 
investment policy and have been trying to understand the 
considerations, that underlie a proper approach to the distri- 
bution of assets. It would be interesting now to analyse the 
position as it actually exists in India. For purposes of this 
study, ib would be desirable to analyse the behaviour of 
Indian Scheduled Banks and Foreign Banks seperatcly as 
here arc wide differences between the two.* 

Even a cursory glance at ibe table on next pngo brings out the 
very large investments held in Government securities. The 
peak holding was reached in ll'69-60, since hen there is a 
definite trend towards a decline in Government securities 
held, with an increase in bank credit. The ratio of Govern- 
ment securities to total liabilities of 32yo in 1961-62 was 


151. Muranjan, S. K, — Modern Banking in India, p. 187. 

* Non-Schodulod banks have limited total operations and 
require no detailed study. 
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Indian Scheduled Banks 
(Business in India) 


(Amount in lakhs of Ks.) 


Year Balances Investments Money Total Percentage to 
(Average with other in Govern- at call Bank aggregate 
of banks in ment and Credit liabitities of 
Fridays) current Securities Short Column Column 

account notice (3) (5) 


(1) 

(2) 

(3) 

1951-52 

9,43 

^257,08 

1955-50 

9,08 

322,63 

195G-57 

9,06 

316,49 

1957-58 

9,53 

344,00 

1958-59 

11,41 

521,15 

1959-00 

13.22 

680,86 

1960-61 

14.54 

647.25 

1961-62 

14,91 

542,39 


(4) (5) (6) (7) 


4,20 405.44 37-37 58*94 
8.98 466,23 :i9-75 67*44 
9,16 585.01 34*91 64*53 
23,45 685,37 31*04 61*85 
33,65 721,08 38*83 53*72 
18,54 807,31 43*37 51*42 

13.11 952,73 38*55 56*74 

31.12 1.054,39 32 00 62*21 


Source : R.B.l 


N.B. 1. For aggregate liabilities, See table in para 3*4*2. 

2. Column (5) includes 

(i) Loans, Cash Credits and overdrafts 

(ii) Bills purchased, inland and foreign 

(iii) Advances due from Banks. 

practically tlie lowest, being only slightly higher than the record 
low figureof 31*04% reached in 1957-58. It is a debatable 
proposition as to whether the steady decline in the ratio of 

Government securities to total liabilities, as is obviously the 

trend for Indian Scheduled banks, is a desirable one or not. 
In a sense it shows more progressive banking, for fundamen- 
tally the function of a bank is creation of bank credit. It 
nia 3 ', however, involve increasing pressure on the Reserve 

Bankof India and non-bank institutional investors in India 
(c.n. General Insurance Companies, theS.T.C, the Life Insta- 
nce Corporation, Industrial Finance Corporation and the like) 
who may gradually have to hold more and more of Govern- 
ment securities since the Public Debt of India must conti- 
nouslv increase due to requirements of planning. It must, 

however, be noted that the high level of holding of Govern- 
ment securities is not peculiar to India ; it is a wide y observed 
feature of banking in many parts of the world, including 
countries which arc far more developed in all re.-^pects than 
India is at present. 
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Foreign Banks 
(Business in India) 


(Amount in laklis of Rs.) 


Year 

Balances 

Investment Money Total Percentage to 

(Average 

with other 

ill Govern- 

at call 

Bank 

aggregate 

of 

banks in 

ment 

and 

Credit 

liabilities of 

(Fridaj^s) current 

Securities 

Short 

Column Column 


account 


notice 


(3) 

(5) 

(1) 

(2) 

(3) 

(4) 

(5) 

(6) 

(7) 

1951-52 

2,44 

46,66 

7,19 

141,08 

27*24 

82*88 

1955-56 

1.67 

48,08 

6,64 

166,24 

25 06 

86*63 

1956-57 

1,45 

42,86 

3,95 

196,63 

22*76 

104*40 

1957-58 

1,52 

40,65 

11,46 

205,43 

19*49 

98-48 

1958-59 

1,49 

43,75 

14,58 

178,09 

21*17 

86*19 

1959-60 

1,50 

43,79 

13,60 

180,18 

20*20 

83*13 

1960-61 

1,54 

40,70 

15,68 

207,47 

17*25 

87*93 

1961-62 

1.54 

42,62 

1 

13,78 

232,87 

16-60 

90*71 


Source : R.B.I. 

N.B. 1. For aggregate liabilititiesj see table in para 3‘4’2. 

2. Column (5) includes 

(i) Loans» Coeb credits and overdrafts, 

(ii) Bills purchased, inland and foreign 

(iii) Advances due from banks. 

A comparison of the trends revealed by the above table 
with those relating to Indian scheduled banks would show 
that the holdings of Government securities by the foreign 
banks works out to a much lower percentage in terms of 
their total liabilities. In fact the policy of these banks 
appears to be to concentrate on bank credit* in accordance 
with the normal and well-established traditions of modern 
western banking. Another interesting feature that may be 
noted is that the variability in absolute holdings of Govern- 
ment securities is much less in the case of foreign banks than 
in the case of Indian banks. This is partly due obviously to 
the lower total holdings of foreign banks ; but, mainly it is 
the result of a policy of using bank credits as the primary 
shock absorber of variations in aggregate liabilities. 

5. Bank Deposits in India- 

61 An Analytical Distinction. We have seen that bank 
deposit s may be passively or actively created, but that it is 

* The student rotidor may try to fmd out for hinjaelf the ex- 

planat jon for the peculiar figure in column 7 for 1956-57, and 

wso why tbo sum total of columns 6 and 7 excceed 100 in this 
table. 
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difficult to analj'se fiom available existing data the exact 
proportions of deposits emanating from credit operations 
through granting of loans and advances and those resulting 
from positive acts of savings. In a sense the distinction is 
really not so clear-cut as it may appear at first sight. Banking 
is a continuous and simultaneous operation in which banks 
arc either creating deposits for value received or bringing 
them into existence against promises to repay in future. The 
two sets offerees bringing into ex'stence passive deposits and 
actively created deposits are continually in operation afFcct- 
in" the aggregate volume of deposits for the banking system 
as°a whole. It must be recognised that the types of deposits 
arc very much interrelated. Every actively created deposit 
increase the demand for withdrawal from a bank, for obviously 
loans and advances are taken with the intention of thei r 
being utilised. However, a withdrawal from a given bank 
is not necessarily a withdrawal from tlie banking system in 
the sense of conversion of bank credit into . 

withdrawal from one bank, in an economy where banking is 
r^S'-eloped. is. in course of time, an effective passive 

deposit for another bank, or. sometimes an 

deposit in the same bank by another customer. Thus, a 
banking system works by 

(a) creating active deposits on the basis of resources 
made available by passively created deposits, ana 

(b) having its resources augmented sonic of tl^ 
actively created deposits returning to it m the form 
of passively created deposits. 

Of course, the banking system cannot, so 

indefinitely by actively creating deposits. The ne 
of cash reservi to meet requirements of payments ma 
aLordingly. and differential redistribution of resources ffill - 
h g from credit creation compelling some banks to Btep k- 

,"5 5 =: 
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as mainly duo to loans and advances, tliough even such a 
broad statement is subject to analytical limitations.* 

5 2 A Factual Study. The classification of deposits into 
time-deposits and demand-deposits is important from two 
points of view. First, it enables us to get some idea (in a 
very limited and imperfect way, of course) of the nature of 
resource cieation by the banking system. Secondly, it is a 
good basis for examining the adequacy or otlicrwiscof reserve- 
ratios maintained, for the withdrawability of demand-deposits 
being greater, a given cash reserve-ratio may be inadequate 
if total liabilities remain constant but the projjortion of 
time-liabilities decreases. However, the cash reserve-ratio is 
in terms of the aggregate, and the only minor recognition 
given to the distinction is the statutory provision of tho 
Reserve Bank of India which enables it to vary the minimum 
cash reserves maintained with it from 2 to 8 percent in res- 
pect of time liabilities and 5 to 20 percent in the case 
of demand-liabilities. 

All Scheduled Banks(') 


(In laklis of rupees) 


No. of 

reporting 

Banks(’) 


( 1 ) 


( 2 ) 


19.51 

1935 

1956 

1957 

1958 

1959 


Last 

Friday 

Figures 


» 

it 

ft 


1960 ” 
1901 
Jan. 1962 


ft 


Pf 


94 

89 

89 

91 

93 

94 
94 
94 
83 


Liabilities 


Cash Cols, 

in hand Balances (0-}-7) 

(Notes with os per- 
and Reserve cent of 


Demand Time Total Coins) Bank Col (5) 


(3) 

(4) 

(6) 

(6) 

(7) 

(8) 

653,25 

289,71 

842,90 

43,25 

45,73 

10*56 

615,60 

412,62 

1,028,22 

39,33 

60,88 

0-76 

643,37 

457,16 

‘ 1,00,73 

38,65 

51,98 

8-22 

701,82 

665,60 

1,367,61 

39,63 

67,88 

7*80 

693,96 

897,57 

1,573,63 

43,32 

76,01 

7*68 

716,87 

1,110,22 

1,827,09 

44,52 

69,53 

6*24 

745,61 

1,093,96 

1,828,51 

61,74 

110,10 

8'86 

773,61 

1,094,90 

1,828,51 

61,74 

110,10 

8*85 

795,75 

1,136,20 

1,931,96 

46,71 

79,13 

8*02 


N.B. 


1 . 

2 . 


Source : R.B.I, 

Liabilities exclude borrowings from Banks and inter-bank 
oopoaits. 

Lost Friday figures have boon taken instead ofaveraceof 
Friday figures m this table beoauso liquidity must bo main- 
tained at each point of time. 


• See earlier, para 2*2*4. 
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We find that a trend towards lower reserve-ratios took 
place in the period 1956 to 1959, but that this has been halted 
and the reserve ratios seem to have more or less stabilised 
during the last thiee years at a figure slightly lower than 
what operated at the end of the First Five Year Plan. 


6. Commercial Banking in India. 


6-1 Components of Commercial Banking. In the category 
of commercial banks, we include in India the following : 

(i) The Indian Joint Stock Banks, 

(ii) The Exchange Banks, i.e. branches in India of banks 

in foreign countries, 

(iii) The State Bank of India. 

ThP different banks arc classified by the Bes^rve Bank 
e nd a as scheduled banks or non scheduled bunks AH 

Liereial banks perform the mo e on 

(see para VS), but the exchange com- 

the financing of India s foreign tra attention to internal 
mercial banks prefer to ^ Foreign 

rexehange) banks and tmidencLs "ore or 

same type of functions and have mmila^r^to^^^^ 

less, on broad Hanging featuK , b t^^^ consider their pro- 

organisation, and ' T>.nk of India, which was 

bicms separately. The Stote Bank of the 

formerly the Imperial Bank of India ^ 

three Presidency Banks in 1I21. doubt, lost its posi- 

the Indian banking system. It has no J system 

tion as the acknowledged head of the Indmn^^ 

since the establishment of the Keserve commercial 

but it continues to be different fto” ^ ' The State 

banks because it still retains certain P^Hegc 

Bank of India occupies a place of “ector but also 
it is a nationalised undertaking in t P , jg on behalf 
t^ause it conducts Government business and a^ts on^^ 
of the Reserve Bank where the latter has n^ ^,^0 

own. The State Bank of India, therefore jays of the 

prestige of antiquity (dating as 1 ( oe under the 

b:l:n:^Si;:i‘tf:^^ofo^:^^y ^erwed 

from acHng as bankers handling Government funds. 

G 2 Schcdvhd ami Non-ScheduM 

tion between these two oategorjes of ban^s 

The origin of the distinction is to be tro ith the 

tion of the Reserve Bonk, which, m accoraoncc 
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statutory provisions of the Reserve Bank Act. divhlctl joint 

stock banks in India into two main classes, namely, schedulea 
banks and non-sclieduled banks. Broadly speaking, . 

ed banks are similar in conception, though not identical m 
every respect, to what are called ‘member banks’ in U.K. and 
U.S.A. Literally, scheduled banks are simply those institutions 
which are included in the second schedule to the Reserve 
Bank Act while those not so included, but performing recog- 
nised banking functions, .are termed nun-scheduled banks. 
The distinction is both important and paradoxical. It is 
important in the sense that scheduled banks have spccined 
relations with the Reserve Bank and, to the unwary pub. ic 
at least, they appear to have a higher status in the banking 
system. The distinction, however, is paradoxical in the sense 
that it is neither an index of greater safety or elhciency, nor 
does it impose on the Reserve Bank any obligation that 
scheduling as such provides an assurance that such a bank m 
diCBculties will receive assistance as a matter of course. 

6'2-l Conditions of Scheduling. A bank must fulfil 
certain conditions before it can be classed as a scheduled 
bank. These conditions arc laid down in section 42v,0) of the 
Reserve Bank Act, and, are 

(i) it must be a company or a corporation under appro- 

priate law, 

(ii) it must have a paid-up capital and reserve of an 

aggregate value of not less than five lakhs of rupees, 

(iii) it undertakes banking business, 

(iv) its inclusion must be directed by the Central Govern- 

ment through a notification in the Gazette of India. 

It is obvious that the scheduled banks must form a 
rather heterogeneous group for the banks satisfying the above 
conditions would vary widely in economic strength, public 
confidence, iieriod of existence and extmt of business. For 
instance, it would include on the one extreme the State Bank 
of India with its enormous resources and privileged position, 
and on the other extreme w'e would have recently established 
i^titutions with capital and reserve amounting to just a 
little over Rs, 5 lakhs. In between there would be a variety 
of banks like the Exchange Banks which are branches of largo 
institutions incorporated outside India, the big Indian banks 
with a network of branches, and medium sized banks with 
limited range of activities. The position, therefore, is rather 
peculiar. The law recognises Rs. one lakh as the minimum 
capital and reserve for being recognised as a bank and yet 
another law distinguishes between them for purposes of 
scheduling to the Reserve Bank. Finally, scheduling is not 
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a permanent ‘privilege’ ; the Reserve Bank Act provides that 
banks are liable to be excluded from the schedule if the 
value of their capital and reserves falls below the prescribed 
minimum or if they go into liquidation or otherwise cease to 
carry on banking business. 

C‘2’2 Edalions of Scheduhd Banks with Reserve Bank. 
Certain facilities are available to scheduled banks under the 
Reserve Bank Act. The most important facility which these 
hanks enjoy is that of financial accommodation in the shape 
of the rediscount of eligible bills or loans and advances 
against eligible securities from the Reserve Bank. Such faci- 
lity, however, is not automatic, and a scheduled bank has to 
make itself eligible for such aid by demonstrating its sound- 
ness and stability satisfactorily. Thus, subject to the legal 
right on the part of the Reserve Bank to refuse, at its discre- 
tion, to rediscount the paper of any particular bank without 
assigning a reason, scheduled banks run on sound lines may 
always expect to receive ready assistance from the Reserve 
Bank if they can offer suitable security. 


6-2*3 Obligaliojis of Scheduled Banks. These banks have 
certain obligations under the Reserve Bank Act, These are . 

(i) maintaining with the Reserve Bank a balance of not 

less than 5 percent of its demand and 2 percent ot 
its time liabilities, 

(ii) submission of weekly returns in prescribed form. 

We have seen that recent legislation has empowered the Re- 
serve Bank to raise, within limits, the minimum reserve ratios 
prescribed under (i) above, though its right to 
interest at prescribed rates in the event ot failure to >1^'“ 
the minimum statutory reserve has been mcorporatea ir 
the very beginning in tlie Reserve Bank Act itselt. 

6*2-4 Schcduling--a privilege ? In what sense is it a 

privilege or a basic advantage to bo included m the list m 

scheduled banks ? It is obviously not greater safety, for tne 
inclusion of a bank in the schedule docs ^ 

ing guarantee of its soundness or stabdity. 
scheduled banks have been compelled to 
We have seen that Reserve Bank accommodation * , 

available, ipso facto, to a scheduled bank. On j ’ 

various obligations are imposed on them which ^ 

involve time. labour and expense, but may 

loss eg. ifthe statutory minimum reserves maintained witn 

the Reserve Bank are in addition to, ’ n is 

reserve it is accustomed normally to maintain. . « 

the real advantage to the bank for getting itself schcdulea i 
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The position has been succinctly put as follows : 

“The advantage it gains really lies in its prestige 
in the public mind. Although a part of the i)rostigo 
is ascribable to quite erroneous beliefs on the part 
of the public about the implications of scheduling, 
it cannot be denied that affiliation to the Reserve 
Bank carries an assurance that the bank is at least 
in outward conformity with the law and accepted 
decencies of the banking business.’**®* 

This, however, is a very unsatisfactory situation. Legally, 
the Reserve Bank does not take the responsibility of ensur- 
ing competent management ; nor, does it guarantee solvency 
of the scheduled banks. And yet, the Reserve Bank itself is 
continuously creating the impression that scheduled banks 
are somewhat different from others. It is difficult to believe 
that the Reserve Bank is unaware of the prestige value 
attached to scheduling, and, it seems to bo unconsciously 
aiding in the creation and maintenance of an illusion. 

7. Indian Joint Stock Banks . 

7*1 Meaning. Though strictly speaking the State Bank of 
India should also be included in this category, because of its 
special position it would be convenient to study it separate- 
ly. Basically, the Indian joint stock banks are those regis- 
tered under the Indian Companies Act which had adopted 
the rather crude definition of a banking company as that 
“which carries on as its principal business the accepting of 
deposits of money on current account or otherwise, subject 
to withdrawal by cheques, draft or order.” We have seen 
earlier that the concept of banking is best linked to its func- 
tions, particularly that of a dealer in credits with borrowed 
funds. Thus it is not surprising that the definition of a bank- 
ing company was made ^more precise in the Banking Com- 
panies Act of 1949 which adopted the following definition of 
banking : 

“the accepting for the purpose of lending or invest- 
ment of deposits of money from the public, repay- 
able on demand or otherwise, and withdrawal by 
cheque, draft, order or otherwise.” 

Of course, even this definition is not scientific enough 
nor complete enough, though it does bring out more emphati- 
cally the peculiar nature of the sources of a commercial bank’s 
business funds. 


162* Muranjan, S. — Ifod^rn Banking in India, p. 279. 
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7 2 Fmictions. Being commercial banks, the Indian 
Joint Stock Banks perform all the functions which are expect- 
ed of them, viz,. 

(i) accept deposits, 

(ii) grant loans and advances, 

(iii) discount bills, 

(iv) remit money from place to place, 

(v) purchase and sell securities on behalf of their clients, 
and 

(vi) provide safe-custody facilities. 

7‘3 Development. Growth of banking is to be judged 
by the services rendered. The lending operations of th^e 
banks depend to a very great extent on the resources which 
they can secure by attracting deposits from people who have 
money to spare for the time being, or by obtaining loans 
against their investments of various categories. The rcsou^es 
available from share capital and reserves are also there, but 
these generally do not provide much funds. The growth of 
these resources are indicated in the following table i 


Indian Scheduled Banks 

(Rs. Lakhs) 


Year 

(Last Friday) 

Paid-up 

Capital 

Reserves 

Aggregate 

Deposits 

Number 
of Re- 
porting 
Banks 

(1) 

(2) 

(3) 

(4) 

(6) 

1951-52 

33,50 

20,91 

632,93 

70 

1955-50 

32,53 

28,12 

814,96 

71 

1958-59 

^5,79 

33,30 

1,386,24 

78 

1959-00 

30,21 

32,65 

1,614,43 

78 

MB A 

1900-61 

36,52 

32,27 

1,686,66 

74 

Source : Resorvo Bonk* 


Analysis of the above figures show that apart from 

growth of deposits, there is very little other evidence of ex- 

pension of banking. It is; of course, a good 

necessary multiplication of small-sized banks has bw p • 

cally stopped, so that basically the larger aggrega 

show an increase in tlxe average deposit per 

(the total number of which in 1961-62 was 70, 1959*0 i wa 

78 and in 1900-01 it fell to 74). However, it is also equally 
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sources would not have taken place if there was a deeper .n- 
filtration of banking in untapped areas. 

Pnmnared to rather phenomenal growth of tho schedul- 
ed banks, the progress of non-scheduled banks was very 
limited as is revealed from the following figures . 


Year 


Non-Scheduled Banks 


Paid-up 

Capital 


Reserves 


(In Rs. Lakhs) 

Aggregate Number 

Deposits of Re- 
porting 
Banks 


( 1 ) 


1951-52 

1955-56 

1958- 59 

1959- 60 

1960- 61 


( 2 ) 


6,46 

7,94 

5,69 

4,99 

4,72 


(3) 


2,17 

4,30 

3,12 

2,93 

2,77 


(4) 


39,04 

62,22 

46,56 

48.43 

48.44 


(5) 

442 

378 

279 

267 

256 


Sourco : R.B.I. 


In Spite of relatively low figures of deposits, there is a re- 
deeming feature, viz, increase in the average per bank deposit. 
Further, the substantial decline in the number of non- 
scheduled banks is probably a move in the right direction 
and represents a desirable trend in Indian banking, 

7'4 Ex'pansion of Facilities, Efficient banking from a 
national point of view means tho spreading of facilities and 
making available the advantages of banking to more exten- 
sive areas, particular at those places where previously no 
banking facilities existed. It is undoubtedly true that the 
number of offices of Indian joint stock banks has increased 
substantially during the last few years ; but, it must bo re- 
oognised that there is an unfortunate tendency amongst Indian 
banks to *'herd together”, so that there is usually an inten- 
sive increase of banking facilities made available in the 
same areas rather than an extensive spreading of banking in 
remote and interior places. However, there is no doubt that 
extension of facilities has taken place as is revealed by the 
fpllowing figures. 

I 
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Number of Offices of Banks 


Year 

Indian Scheduled 
banks 

Non-Scheduled banks 

1951-52 

2,226 

1,460 

1955-56 

2,345 

1,204 

1958-59 

2,897 

890 

1959-60 

3.087 

866 

1960-61 

3,186 

827 

1961-62 

3,410 

692 


Source : R.B.I. 


7 5 Ownership Pattern of Deposits. Unfortunately, no 
detailed information spreading over a number of years with 
comparable concepts and definitions is available on this very 
important feature of banking. However, recently a survey 
has attempted to get some information on this aspect, and, 
the meagre information available indicates the following 
position : 


Percentage of deposit held of 



Category of 
holder 

f 

Demand 

Deposits 

Time 

Deposits 

Savings 

Deposits 


(1) 

(2) 

(3) 

(4) 

1. 

Manufacturing, 
financial and 
other business 
concerns 

50 

19 

N. A. 

2. 

Government and 

Quasi-Government 

bodies 

11*6 

10-6 

N. A. 

3. 

Individuals (i.e. 
personal deposits) 

21-8 

35'4 

85-6 

5. 

Undefined 

» • • 

• • • 

• • • 


N. B. 1, Figures are rounded 

2. Grouping arrived at in broad categories 

3. Undefined^remainder 

4. N. A.=negligible or not available. 

The information revealed by the above table is a^it- 
tedly very meagre and unsatisfactory, and, can give, at best, 
only broad dimensional ideas. 

7*6 Assessment. There is no denying the fact that 
Indian joint stock banks have contributed substantially to the 
economic life of India. It would be unfortunate if one were 
to regard a casual bank-failure here or (here as a basis oi 
wholesale condemnation of Indian banking as such. If intU- 
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vicinal cases of liank-failurc are critically cxamiiicd, it \vc)iil<l 
appear that in most cases they were the result of inefficient 
and undesirable managment because of the influence of parti- 
cular individuals. Such cases do not prove that, by and 
large, the management of banking in India is not prudent. 
However, to say that broadly the working of the Indian joint 
stock banks has been in accordance with the broad objec- 
tives of banking is not to say that in particular respects there 
have been no shortcomings. It would, therefore, be useful 
to enumerate the more important criticisms that have been 
advanced against Indian joint stock banks and to examine 
how far they are justified, 

7*6*1 Examination of Criticisms. The followng aro 
some of the more important defects that have been pointed 
out : 

(a) Unbalanced geographical spread. It has been stated 
earlier that there is a tendency amongst Indian 
joint stock banks to pursue one another and concen- 
trate their activities in urban areas, particularly 
the more thickly populated cities and towns. The 
result has been that the State-wise development of 
banking in India has been unbalanced,* It must» 
however, be recognised that the nature of the activi- 
ties of commercial banks are such that they are hard- 
ly likely to extend their activities to rural areas, 
where banking facilities must continue to be provi- 
ded for a long time to come by the post-office 
savings banks and the co-operative banks. Even 
then it docs seem possible to spread banking a 
little more to the borderline areas, especially as the 
extension of the monetized sector and the growth 
of all-India markets for agricultural products are 
steadily linking the rural areas with urban areas in 
regard to monetary transactions. 

(b) Diversion of copital from less developed areas to areas 
with more profitable investments. This, to be quite 
frank, is really not a criticism of commercial bauk- 

but an expression of narrow regionalism. The 
criticism takes the form of a complaint that the 
deposits collected at the branch offices at mofussil 
centres are diverted to head offices for investment 
in other centres at rates of interest more favourable 
than those obtainable at the place where the 
money is collected. It is obvious that the essence 
of the development of branch banking is to raise 
capital from wherever savings are available and to 
utilise it most profitably oonsistent with safety, 

• S©6 Vol. I. p. 65, 
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It can be no part of the functions of a hank to 
bring into existence profitable uses of capital* It 
confines itself to the role of making capital available 
if there is an economic demand for it, distributing 
the scarce available resources according to produc- 
tivity. In fact, such a policy is more consistent 
with the best economic use of national resources 
than any policy of local demarcation of uses ol 
local savings could be. 

(c) Rising costs of bank services. Some rise of costs 
is inevitable in an inflationary economy, especially 
when national labour policy is continuously direc- 
ted towards ‘pay-awards’ to compensate the moder- 
atelv paid employee against rises in cost of living. 
To thJ erfent^h^efo?e. rise in hank costs has been 

the result of the unavoidable effects ^le 

in costs all round, there is hardly any justiBaMe 

reason to complain. It has, ho we , g^eiency 

rr r.™ r nuLf r" o^mei 

m tdil“ rSable 

rv'^^eo^si: thouM "no7 

remain constant ff not d 

of assets Intneu.o a., officers and 

calculated that the average n —imon remained 

supervisors needed ^d” ade ^^0-60, 

prLtieally constant dur.ng the on 

being approximately 2 3 amg fig, ire 

the other hand, tne avenifc i ^ 

rose during the same pen ■ jggy ♦ Xhus the 

assets from 1*5 in 1955 to India has not only 

costs of banking • nearly 40 times as 

been rising, even “hsolutcly it s neany 

high. International copiparisoM . o ^ 
subject to serious ''nutations industry 

rour1S‘t‘ t\nL£n as a whole. 

connections that in In of knowledge result- 

(i) an absence oftouch and lack of kn jb 

;«« fitnrpfrom between burroNvers uum 
Tl IrtwL banks and their customers, 

Seo Vol. I. p. 104. for estimates of employment in banks. 
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(ii) „n absence of the l._o«lll.y west.rn practiee of 

‘one man, one bank’. 

To a certain extent, these tendencies are inherent^ m^a 

ss “.s 

ing customer is essential for sound banking, ; 

thireare no organised agencies for supplying information 
concerning the financial standing of borrowers. 

7-6-2 Leading AchhvemmU. I" 
has brought about a basic change in the outlook of 
joint stock banks. The old spirit of imhcaltliy 
rivalry has been on the decline and progressive by 

voluntary agreement is on the, increase. Ihe most importan 
Itep taken ®in this respect was Deposit Rate Agr^mo"t 
whereby banks reached, on a voluntary basis, an 

on the itruoture of rates on deposits. This “f ®®™®"MTt®iJ' 
welcome evidence of the desire of banks to enforce self-d scip 
line. Secondly, one notices during the last c ccade a desire 
on the part of Indian joint stock banks to fall m line more 
readily, on a voluntary basis, with planning policies ot tlie 
Goveramont. It is true that to a certain extent such co-ope- 
ration was making a virtue out of necessity for P 
control spreads, allocations of credit by banks have to tollow 
the lines of Government policy. Even then, however, things 
were made easier for planning, since a willing horse, even 
when willing because of the bridle and the stirrup, 
a more convenient agency for forward movement. Finally, 
there has been a progressive rise in the standard of banking 
throughout the country contributing to the increasing prot(^- 
tion of the interests of the public and particularly of the 
depositors, so that safe banking to-day is increasingly the 
contribution of better bankers rather than more rigid laws. 


8. Exchange Banks. 

8'1 Definition and Concept. Exchange banks may bo 
defined os banks with head offices outside of India, having 
their capital in other currencies than in rupees. Historically, 
these banks are the oldest ingredients of the Indian banking 
system, and, have done probably more for the development 
of banking in this country than is generally recognised. They 
are apart of commercial banking of the country and are 
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included in tlio Reserve Bank of India’s category of schedu- 
led banks. In statistical classification they are termed as 
“Foreign banks” and since detailed data is available regard- 
ing their activities, an appraisal of their functioning in the 
banking system of the country is fairly easy. 

8*2 Functions. The earlier importance of the exchange 
banks lay in their role as financiers of 

(i) India’s foreign trade — both exports and imports, 
and, 

(ii) the internal trade from port to the consuming centre 
and from production centres to the ports. 


These aspects of the work of the exchange banks were 
very important, and, prior to the inauguration of the era of 
planning, significant for the economic prosperity of the coun- 
try. With the development of planning on the one hand, and 
the growth of import control and exchange control on the 
other hand, the initiative and role of the exchange banks m 
the field of foreign trade finance is apparently on the decline. 
Furtlier, with the adoption of export promotion as a national 
policy, together with the establishment of specialized agencies 
for assisting in exports, the scope for unregulated foreign 
trade finance is a dying function. 

The exchange banks have also always performed the 
ordinary banking functions of accepting deposits discounting 
bills and making advances to trades, industry and commerce. 
In this respect they have always been competitors of India 
joint stock banks, and the severity of their 
this field of business, always great, has been „ 

increase with the decline in the 

trade finance ; since their discretion and to conduct 

foreign trade financing business in their own ^ ^ 

severely curtailed in recent times (not throug , ^ j 
minatory measures against them but because ^ , 

growth of control and regulation in the V*adc 

payments) they have naturally given 

general banking functions with the inevitable effect of mten 

sifying further competition with Indian joint stock banks. 

8-3 Excham Banks and Financing of 
favourite topic for grumbling and a controversial topic w^^ch^ 

more often than not, generated gaid to 

anti-Indian practices that the exchange b - - . ^ ^^ade. 

have followed in the matter of financing - . ® jtg 

o"i:crnabtLtut^^;r^uo;. best, parts of a bistori- 

l^nquiry Committoo parus 427 446« 
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cal narrative with little practical significance. Today, forci n 
trade is largely controlled and circumscnbcd ; commam over 

foreign cxclmnge is severely limited ; in short, the >' '^rs 

role in determining preferential allocation of benefits of 
finance in tlie field of foreign trade is practically non 
and would be more so with the growth of bilateralism in trade 
and agreements for rupee payments for imports, f here is, 
therefore, not much point in even examining the oia a cga- 
tionagainst the exchange banks in this respect, especmlly as 

these banks are now as much a part of India a normal com- 
mercial banking as the Indian joint stock banks are. 

8-4 Status oj Foreign Banks. Technically, these bank.s 
are a part of the recognised commercial banking system and 
are subject to practically the same regulation from the Reserve 
Bank of India as their Indian counterparts. There are tc\v 
privileges left to the exchange banks, and even those that 
continue legally are more formal than real, for regulatory 
control through the “Laws*’ in India is seldom onerous. 
As the Reserve Bank of India is now in a position to collect 
and collate figures relating to their business in India, what- 
ever difficulties existed earlier as to the ascertainment of their 
business interests in India has been removed. The exchange 
banks are all listed as scheduled banks, and, their relation- 
ship with the Reserve Bank of India is similar to other sche- 
duled banks and is governed by a uniform policy. It is true 
that the exchange banks still command great public confidence 
partly because of past history and partly because of an assump- 
tion (not unreal) of greater safety, so that in any open field 
of competitive business they are likely to be at an advantage 
over their Indian rivals : but such a position of advantage 
could hardly be an economic loss to the country as long as no 
anti-national or antl-social policies arc pursued by them. 
Finally, as bankers to the average individual customer, the 
exchange banks are undoubtedly far more efficierit, so that 
it is not surprising that the customer of limited means but 
accustomed to a slightly modernised version of banking 
facility should prefer the foreign banks.* 


8 5 Development and Busineis of Foreign Banks in 
India- 

8*6T Numbers. The number of foreign banks is ex- 
tremely limited, being only 16, and their offices in India are 
also infinitesimally small compared to those of the Indian 
banks. The insignificant position of the foreign banks in 

• An interesting parados which many of us have osperienced is 
the greater oourtsoy shown by Indian omployoos of foreign 
banks to their Indian customers than that shown by similar 
employees of Indian banks t 
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India in terms of number of offices is indicated in the table 
below : 

Number of Offices of Banking Companies in India 


All Com- All 

Year mcrcial Sche- 
(Endof) Banks duled 
(3-1-8) Banks 
(4-h7) 


( 1 ) 

1950-51 
19 5-5C 

1956- 57 

1957- 58 

1958- 59 

1959- 60 

1960- 61 

1961- 62 


{ 2 » 

4,149 

4,102 

4,175 

4,349 

4,603 

4,862 

4,993 

5,135 


(3) 

2,689 

2,898 

3.018 

3,393 

3,713 

3,996 

4,166 

4,443 


Indian Scheduled 
Bunks 

Total State Indian Fore- Nim- 

Bank Joint ign Sche- 

of Stock Banks duled 

India Banks Banks 

ii) (5) (6) (7) W 


2,624 

2,831 

2,951 

3,324 

3.646 

3.928 

4,096 

4.366 


398 

486 

551 

644 

749 

841 

910 

956 


2,226 

2,345 

2,400 

2,680 

2,897 

3,087 

3.186 

3.410 


65 
67 
67 

69 

67 

68 

70 
77 

Source 


1,460 

1,204 

1,157 

956 

890 

866 

827 

692 

R.B.I 


8-5'2 Development. As has been pointed out earlier, one 

aSd aggregate deposits, being ayilable, provide a fair index 
to their growth during the last decade. 

Foreign Banks 

Ratio of cash 
to aggregate 
d eposits 

(4) 


Year Reserves 

(Last FridayJ_ 

' ( 1 ) 


( 2 ) 


Aggregate 
Dep osits 

Ts) 


1951-52 
1955 56 
1958-59 
1950-60 
1960-61 

N. B. 1 

2 
3 


1,46 

3.35 

4,57 

4,09 

4,98 


153,52 

174,65 

192,56 

219,16 

220,23 


10-3 

7-2 

66 

7-3 

5-5 


Source t R* R* 

Number of roporliug bunks 16. oxoopt for 1955-66 wbon 

it was 17; figures relate only to R-nit 

Cash-Cash in hand plus Balances ^ 

Column 3=:Domand doposits plus ^opo i , 

ing Iiilor bonk deposits of either tjpo. 
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The information tiirorvn up by the above table >» 

tivc. It shows the rapid increase of their deposits, 

the number of banks remained constant, the ar crafe 1 

bank deposit rose very fast. So far as their 
cerned it cannot be said that it has grown adequately, though 
if mie iXonly superficially one would find that the percen- 
tage rate of growth is not unreasonably slow. Finally, since 
the majority of these banks are XkK. banks, the character- 
istic English banking practice of keeping a low cash reserve 
ratio is clearly noticeable. The low reserve-ratio, however is 
not unusual because of their practice of keeping a, higher 
proportion in the from of bank credit, particularly advances, 
and holding a lower proportion of Government securities. 
This is illustrated in the table given below : 


Foreign Banks 


Year Bank Credit 

Investments Percentage lo 

(Last Adva- Bills 

Friday) nets purc- 
hased 

and Total 
discou- 
nted 

Govern- aggregate 

ment Others deposits 
Sccu- 

Total rities of of 

(4) (5) 


(1) (2) (3) 

(4) 

(5) 

(6) 

(7) 

(8) 

(9) 

1951-52 154,41 4.93 

159,34 

45,97' 

44,70 

1,27 

103H 

29'^9‘ 

1955-56 164,75 18,91 

173,66 

50,62 

47,16 

3.46 

09-4 

290 

1958-59 146,17 21,42 

167,59 

45.38 

43,25 

2,13 

87 0 

236 

1959-60 155.34 28.61 

183,95 

44.16 

41,85 

2,31 

83-9 

20*1 

1960-61 189,35 30,88 

220,23 

41,21 

40;46 

75 

1000 

18-7 


Source : R. B. I. 


The above table brings out clearly the greater signifi. 
cance of bank credit, particularly advances, in the investment 
policy of these banks, and, the comparatively minor role of 
Government securities. Strictly from a banking angle this is 
the proper investment policy, for the larger the proportion of 
Government securities handled by the public directly and 
purchased by it as forms of real net savings the, greater is the 
likely advantage from mobilisation of resources in an expand- 
ing economy. 

A-ppraisal and AsstBsmevi 8'6*1 Ovilook Even though 
exchange banks are, to all intents and purposes, fuU-fledged 
members of the Indian hanking system, it seems necessary to 
investigate the question whether and what kind of dangers 
and eventually what advantages there are iii the activities of 
foreign banks. The problem obviously is much different to- 
day than what it was prior to 15th August, 1947. As long as 
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India did not have a national government, one could hold 
the view that foreigen banks were probably in a position to 
undertake activities which were more likely to yiel;! them 
profits and advantages to foreign trader, than promote the 
general interests of the economy of the country. The position 
today is naturally different as one can reasonably, expect the 
Government of India and the Reserve Bank of India to ensure 
that nothing contrary to national interests is allowed to 
operate. In fact, even the foreign banks must recognise that 
it would not be to their own long period interest to undertake 
activities that would be frowned at by public opinion, for e 
government of an independent country must, sooner or later, 
take effective note of mounting adverse public opinion. 

8-6-2 Foreign Banks and the Law. The provisions of the 
Banking Companies Act, 1949 are applicable to the exchange 
banks. The different provisions of this Act lay down the 

manner in which commercial banking generally is to operate 
and, those relating to licensing, restrictions loans and 
advances, opening of branches, maintenance of 
inspections etc. are applicable to both 

banks and the exchange banks. There are also certain special 
restrictions which have been 

bly witli a view to safeguarding the interests of Imha 
positors. The more important of these provisions are . 

(a) banking companies incorporated outside India shou 

have a minimum paid-up 

Ks. 15 lakhs, and minimum of Rs. 20 lakhs if th y 
have a place of business in Bombay or , 

(b) the first charge on the amount of 

Reserve Bank by a foreign bank would, >n case ot 
liquidation, be that of the Indian depositors and 

Indian creditors of the baiik, nf 

(c) foreign banks must prepare each year a statement 

‘ ' proit and loss and a balance-sheet m respeet of 

business transacted in India, ^.^noeptsof 

(d) each foreign banking company will 

not less than 75 percent of its demand and t ine 
liabilities at the close of the last working ay 
cacli quarter. 

None of these provisions are onerous. In fact. ^ 

them aiTpuroly mechanical and have little effect on ^sunng 
safety of the banks concerned. The fir^t one, for - ■ ’ ^ 

diserfndnatory and attempts ‘\"fXrdlv of mucrpracti- 
requirement for exchange banks, but J ie„st, 

cal siKnificance for in practice these exchange banks (at lease 
thos?that n,atlcr) have much higher provisions in tins 

rcsficet. 
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In addition to such specific statutory provision, the 
real effective control over the exchange banks emanates from 
their being scheduled banks of the Reserve Bank of India. 
It would obviously be idle to expect the law to achieve quali* 
tative improvement in the foreign banks if the Reserve Ba^ 
could not coerce them to a proper banking policy through its 
various powers of control and regulation. 

8*6*3 Efficiency achieved aiid comi>elil%on provided. In 
terms of adequacy of foreign trade finance provided, there 
has never been any doubt that the exchange banks have 
done a good job both in the past and to-day. Whether tlic 
use of Documents on Acceptance (D/A) for export trade and 
Documents on Payment (D/P) for import trade'^* was justified 
or not and whether there was an element of unfair discrimina- 
tion against Indians in the relative choice, is, to-day, a 
moot point, for with regulated imports, assisted exports and 
exchange control such distinctions have ceased to have any 
practical significance. Further, there is little evidence to 
conclude that the exchange banks have neglected related 
aspects of inland trade in view of their highly specialised 
function of financing foreign trade. Finally, so far as efficiency 
is concerned, in terms of promptness, reliability and costs the 
exchange banks have been generally superior to the average 
Indian joint stock banks. 

As regards competition provided by the exchange banks 
to Indian banks, it is clear that such competition is not, by 
itself, to be decried so long as there is no allegation of unfair- 
ness or corrupt practices. 

In any case, in the field of foreign trade finance, Indian 
banks need have no worry about such competition, especially 
now, as long as they are not actively extending their activities 
into this field ; and, even if they were, as long as they have 
enough business for their funds, tlure can be little justifiable 
basis for criticising the exchange banks for providing a service 
^at requires large capital and internatiomil connections. 
There is, however, one field in which a possibility of competi- 
tion exists which Indian banks may have cause to fear. The 
exchange banks have very high prestige in India ; their good- 
will 13 enormous and public confidence in their safety is so 
great as to enable them, perhaps, to raise deposits at cheaper 
rates. It could be argued, by stretching rather liberally the 
Mgument of ‘infant’ protection, that to the extent the ex- 
change banks are able to use Indian capital, raised at lower 


164. Banking in the British Commonwealth— edited tv 
a. 5. Sayers pp. 162>64. 
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rates of interest, for snatching away business in the sphere of 
domestic trade from the Indian banks, there could be a 
grievance which was not quite illegitimate However, in fact, 
the deposits of exchange banks have shown no special tenden* 
cy to rise faster than that of the bigger Indian joint stock 
banks, and, what is more important practically, the recent 
Deposit Rate Agreement takes away any preferential deposit- 
rate offering policy from the banks. Theoretically, however, the 
exchange banks could attract a larger volume of deposits at 
the same rates than their competitors, but that is a situation 
implicit in their position in the country from a purely bank- 
ing angle and could hardly be the basis for discriminatory 
action against them, especially as there is no evidence to 
justify the allegation that Indian funds are to day also being 
used to benefit non-Indian business interests against their 
Indian rivals. 


8*6-4 Conclusion. The exchange banks have a valuable 
part to play in the Indian banking system, especially so 
as Indian banks are not able to establish sufficient numbers 
of foreign branches. Foreign branches are notan easy pro- 
position nor an economic one at present due to ft reign ex- 
change difficulties. Indian banks are as yet not in a position 
to surmount such difficulties by attracting sufficient foreign 
deposits at their foreign branches, at least not in the more 
developed financial centres of th^ world. There is, t"®**®*^ 
no reason why we should not take full advantage o e 
foreign banks which have the resources of some ot ^e 

strongest banks in the world, with 

connections and a net work of branches all the world ove 
especially as with a nationalised central bank ‘n ti e form 
of the Reserve Bank of India we should have no difficulties 
in regulating their activities in the national interest. 


9- The State Bank of India- 

9*1 Origin and establishment. The State Ba^ 
was constituted on Ist July, 1955 under e India 

India Act 1955. It took over the tuVthrce 

which was established in 1921 by amalgamating 

Presidency Banks. The Imperial Bank 'I vgoi and 

biggest commercial bank in the country functions and 

1955. but it also held, by virtue of its ®P®««1 par- 

privileges, an unique status in the banking y 

formed : 


(i) the ordinary functions of commercial banks, 

(ii) the function of managing Government business, 
includiDg holding of it-s balonceSi 
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(iii) partially the duties of a central banking institution 

as it 

(a) managed the currency, 

(b) regulated money market rates, 

(c) performed clearing house functions, 

(d) held the deposits of other commercial banks, 

(iv) the duties of being the uncrowned head of the bank- 

ing system as business houses, commercial banks 
and individuals applied to the Imperial Bank of 
India for loans and advances and rediscounting 
facilities. 

The original Act imposed certain restrictions on the 
Imperial Bankas functions, c g., it was not allowed to make 
loans for periods exceeding six months, it could not grant 
advances on the basis of immovable property and it was 
debarred from dealing in foreign exchange business. These 
restrictions were, however, removed by the Imperial Bank of 
India Amendment Act, 1934. 

The real source of power of the Imperial Bank flew from 
its connection with Government and the facility it had from 
using Government balances which gave to it enormous liquid 
funds free of interest. Further, popular opinion regarded it 
as a sorb of a Government bank and that feeling, though 
strictly not justified, did give it command over general public 
confidence that enabled it to draw enormous deposits and a 
large clientele. The nationalisation of the Imperial Bank 
and the amalgamation of some State-associated Banks led to 
the creation of the State Bank of India, The formation of 
the State Bank of India was basically the outcome of the 
r^ommendation made by the Rural Credit Survey report 

emphasised the urgent need for extension of banking 
facilities on a large scale, particularly in rural and semi- 
urban areas of the country. The State Bank, in fact, is a 
^markable evidence of the intense feeling in favour of 
Government-owned organisations as the best media for pro- 
moting economic development which has permeated Indian 
thinking since 1950. The functions of the State Bank have 
been more or less modelled on the lines of the Imperial Bank 
01 India which it took over. It has, however, the following 
special features : 

(i) The Central Government can issue directions in re- 

gard to matters of policy involving public interest ; 

(ii) A statutory obligation has been imposed on the bank 

to open 400 new branches during the five years 
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1955—1961, though Government may extend the 
period, if necessary ; 

(iii) An "Integration and Development Fund" has been 
created to meet losses in the case of unremunerative 
branches. The fund is fed by paying into it the 
dividends due to the Reserve Bank of India for the 
share capital it holds of the State Bank of India. 

9-2 Constilutiov. As a nationalised institution it 
naturally is under considerable control of the Government ot 
Imirand Bank of India. The State Bank of 

Jndla Act requires that the Reserve Bank of India should 

always hold not less than 55 per cent of the 

+1 Of «+« T^onlr nf India At present the Reserve Bank oi 

India holds' about 92 Per -nt of the 

Government m eonsultat on „,jers other than 

six Directors elected by the Bai^ s ^ 

the Reserve ""^D^rector nominated by the Reserve 

the case of firbt appointme , ^ P of India and 

Central Government. The Board is enp y ^lic 

function on business pnnc.ples regard bejng^ p^.^^ ^ 

9-3 Nature of, he f j/J^^tTally a 
though a nationalised provisions of the State 

cial banking institution. Ih corresponding 

Bank of India Act are Igy _ j^dia Act, suitable modi- 

provisions of have been made to enable the State 

fications and adaptations na assigned role of assist- 

Bank of glance, consistent with sound banking 

^ The chief features of the Act are 

principles The ebj^^^^ 

' In the capital of other banking institutions, 
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(ii) power to form other hnnking institutions a lul con- 
ducting them as subsidiaries, 

(iii) provision of a summary procedure of voluntary 

amalgamation of any bank with the State Bank of 
India 

(iv) its appointment as the sole agent of the Reserve 

Bank at places where the banking department of 
the Reserve Bank has no branches but where tho 
State Bank has branches. 


9 4 Subaidiary Banks. The State Bank of India (Subsi- 
diary Banks) Act was passed in September 1959 enabling tho 
State Bank to take over eight State-associated banks as its 
subsidiaries. The following eight banks are accordingly func- 
tioning now as subsidiaries of the State Bank of India : 
(1) The State Bank of Bikaner, (2) The State Bank of Hyder- 
abad (3) The State Bank of Indore, (4) The State Bank of Jai- 
pur (5) The State Bank of Mysore, (6) The State Bank of Patiala 
(7) The State Bank of Swarashtra and, (8) Tho State Bank of 
Travancore. In respect of all these banks, majority holding 
has been reserved for the State Bank of India provision 
having been made for issued capital upto 45 per cent ofoach 
of them being held by private persons. Management of 
these subsidiaries is entrusted to their respoctivo Board of 
Directors, which include prominent non-ofbcials interested 
in the development of a region and on which private share- 
holders of the respective banks have separate and indepen- 
dent representation. These subsidiary banks maintain their 
own individuality and independence in their day-to-day 
operations, while the State Bank has general powers of cont- 
rol, supervision and direction. These subsidiaries have at 
present a total number of 324 branches and 47 other offices 
and the total deposits of these banks stood at Rs. 104-4 crorcs 
as on 24th June, 1960. 


f ^ o Structure. The authorised share capital 

ot the State Bank of India is Rs. 20 crores, while its issued 

share capital, i.e. paid up capital is Rs. 5 63 crores. At the 
time of imtionalisation, the former shareholders of the 
imperial Bank were given an option to acquire in surrender 
8 ares o the State Bank of India, or to be paid compensation 

fiocurities. The compensation was 
oalwlated on the basis of tho average stock exchange value 

beWnriT" intention 

malnA of the Imperial Bank was to ensure 

holding by Government, it was provided that the 

Imperial Bank share- 
noiders and others only upto 46 percent of the total issued 


374 


SOME ASPEC5TS OP INDUN ECONOMICS 


capital of the State Bank of India, the remaining 55 percent 
being held by the Reserve Bank and the Central Government. 
The following hgures indicate the capital and reserve of the 
State Bank of India. 


(Rs. Lakhs) 


Year 

Paid-up 

capital 

Reserve 

Total 

(1) 

(2) 

(3) 

(4) 

1955 

5,63 

6,35 

11,98 

1956 

6,63 

6,38 

12,01 

1957 

5,63 

6,63 

12,26 ' 

1958 

6,63 

7,00 

12,63 

1959 

5,63 

7,20 

12,83 

. i 


The activities of the State Bank of India being multi* 
farious and its position in the banking system being of a very 
special nature, it is necessary to get a clearer picture of its 
capital structure. The following statement brings out the 
position for the last two years for which full details are readi* 
ly available : 


Capital Structure. 

BALANCE SHEET AS AT 31-12-1959. 


Capital and Liabilities 

As at 31st 
Dec. 1958 
(Rs.) 


As at 3l8t 
Dec. 1959 
(Rs.) 


Property and Assets 


6,62,50,000'Sub8. 6,62,50,000 

cribed 
and paid* 

"P 1 

capital. 

7,00,00,000 Reserve 7,20,00,000 

fund and 
other 
reserves 


1,48,50,000 Integra- 
tion and 
develop- 
ment 

fund 1,68,86,841 


As at 31st 
Dec. 1958 

(Rs.) 


As at 3l8t 
Dec. 1969 
(Rs.) 


62,73,67,496 Cash in 60,31,66.944 

band and 
with the 
Reserve 
Bank of 
India. 

2,73,62,996 Balances 

with 
other 
banks in 
India and 

abroad . . 4,62,19,136 
Money at 
call and 
short 

notice 2,46.66,667 

2,10,66,667 
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9*0, Banking Operations. ^iho julvaiices (inclinling 
bills) made by the State Bank of India are very large and aro 
the largest made by any single scheduled bank in India. 

They have been steadily rising and reached on 8th July 1960 

the record figure of Rs. 215*7 crores which formed approxi- 
mately 19 percent of the total advances of all scheduled 
banks. The detailed figures are given below : 

(Rs. Lakhs) 


Year 

Deposits 

Cash in hand 

Invest- 

Loans and 


A 

and at banks 

ments 

advances in- 





cluding bill 





discounted and 





purchased. 

(1) 

(2) 

(3) 

(4) 

(5) 

1955 


29,38 

1,16,98 


1956 

2,35,47 

27,78 



1957 

3,66,68 

39,52 

1,83,43 

1,73,48 

1958 

4,78,68 

55,47 

2,84,56 



5,82,11 

64,83 

3,77,93 

1,66,88 


It is necessary to point out that the enormous rise in the 
deposit liabilities of the Bank, which rose by more than 100 
percent since its establishment, is not entirely a rosy picture 
of mobilised savings and actively created deposits in the 
traditional sense of the term. Actually, a substantial part of 
the rise was due to the accrual of rupee counterpart funds 
in respect of import of commodities under P.L. 480 from 
U.S.A. In fact, due to this particular feature there was a 
substantial rise upto the first half of 1960, deposit liabilities 
(total) being Rs. 695*1 crores in August 1960 as against Rs. 
550*5 crores in August 1959. In Juno 1960 a change of 
procedure was adopted whereby P. L. 480 deposits ^vere 
transferred from the State Bank of India to Government, 
and past accumulations of these funds with the State Bank 
of India were to accrue to Government in monthly instalments 
of Rs. 12 crores each. This change in procedure w'ould 
obviously reduce the total deposits with the State Bank of 
India and would also reduce its investments in Government 
securities in which it generally hold such funds. 

96. Achievements. 

9'8*1 Foreign Exchange Business The Bank has been 
making special efforts to increase its foreign exchange busi- 
ness and has taken some special steps in this respect, 
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(i) information service and packing credits, 

(ii) direct dealings in foreign currencies, 

(iii) issue of Rupee travellers cheques, and, 

(iv) financing the import of capital goods on a deferred 
payment basis. 

9’6‘2 Remittance Facilities. It has substantially ex* 
tended remittance facilities to both scheduled banks and 
cooperative credit institutions. This has been done under 
the Reserve Bank of India Remittance Facilities Scheme. 
The State Bank of India has also been specially assisting, on 
its own initiative, remittance facilities to cooperative banks 
in the reverse direction with a view to facilitating movement 
of funds towards rural areas. 

9’6*3 Development of Warehousing Facilities. It has 
assisted in this very important requirement by not only 
making contributions to the share capital of the Central 
Warehousing Corporation but also by evolving an appropriate 
procedure for granting advances against w'arehouse receipts. 

9*6*4 Aid to Co-operatives. Responsiveness to financial 
requirements of cooperative institutions has been a welcome 
aspect of the State Bank's credit policy. The important 
measures of assistance adopted by it have been, 

(i) granting of special and normal remittance facilities, 
often at par, 

(ii) sanctioning credit limits to co-operative banks 
against various types of securities, 

(iii) lending support to the debentures issued by co- 
operative central land mortgage banks by sub- 
scribing to and granting advances against these 
debentures, 

(iv) providing interim accommodations to land mortgage 

banks on Government guarantee for financing their 
loan operations pending floatation of debentures, 

(v) paying particular attention to the financing of 
co-operative marketing and processing societi^, 
without, however, disturbing the basic relationship 
between co-operative central financing agencies 
and other co operative societes. 

9*6*6 Provision of Co-ordinated Finance to Small Scale 
Industries. The Bank had initiated a pilot scheme for financ- 
ing small scale industries in a few selected centres in 1966. 
As the experience gained was extremely satisfactory, the Bank 
undertook from January 1969 a more comprehenbivo scheme 
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for financing small scale iuduslricR at all its branchca. 
Financing of small scale industries is now a part of the usual 
business of the bank. Even though the earlier hesitant 
attitude of an ‘experimental’ basis has been abandoned the 
emphasis is naturally not uniform in all its centres. The 
State Bank of India has selected a few of its branches as 
‘intensive’ centres where concentrated attention is given to 
credit requirements of small scale industries. 

9’G‘O Participation in Credit Guarantee Scheme. The 
Governraent of India have recently put into operation a 
Credit Guarantee scheme. Under this scheme, the Reserve 
Bank of India acts as a guarantee organisation to enable 
extension of institutional lending to small scale industries by 
affording banks etc, a measure of insurance against possible 
default by borrowers. The guarantee funds are provided by 
the Government of India from which the quantum of guaran- 
tee is made available. The guarantee is on a sliding scale, 
i.e., smaller loans receiving proportionately greater guarantee 
coverage than larger ones. The scheme has been put into 
operation on an experimental basis in 22 districts for a period 
of two years, from 1st July, 1960, and, 70 offices (including 
4 local head offices) of the State Bank of India are covered 
under this scheme. The working of this scheme is being 
watched with interest, especially with a view to ascertaining 
whether such guarantees have any effect in reducing banker’s 
normal caution or increasing evasion of payment by the ulti- 
mate borrower. 

9*6 7 Support to Gilt-edged Security Prices. The Bank 
has utilised a large part of its deposits in augmenting its 
portfolio of Government securities. Its holding of such 
securities increased from Rs. 105*1 crores in 1955 to Rs. 382‘6 
crores in 1960, and constituted 61*4 percent of the total 
investments in such securities of all scheduled banks in 1960. 

9*6. 8. Emphasis on Advance to Industry. As is natur- 
ally to be expected, the Bank’s policy relating to granting of 
advances has been in line with the pattern of planned deve- 
lopment during the second plan period during which substan- 
tial development of industries took place. The statement 
g^en on next page illustrates the purpose-wise classification 
of the advances made by the State Bank of India, 

9*7 Expansion of Banking and the State Bank of India. 
^ ^portant factor influencing the decision to nationalise 
the ^perial Bank of India and forming the State Bank of 
ndia, was the failure of the former to adequately assist in 
expanding banking facilities by opening adequate numbers of 
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Porcentage Distribution of Advances 


Percentage to total advance in 

Purpose 

1969 

1960 

(1) 

(2) 

(3) ' 

1. Industry 

65*4 

68-5 

2. Commerce 

15-8 

16*7 

3. Agriculture 

0-4 

0-6 

4. Personal and 



professional 

8-6 

6-9 

5 Others 

9-8 

7’4 


(100) 

(100) 


N. B. Figures are approximatioDS based on rough grouping. 


branches with in a defined period. With the increasing 
tempo of economic activity and the growing necessity to 
take banking to the doors of the humble dwellers in less 
populated centres, the country was impatient with the slow 
and "lordly" attitude of the Imperial Bank of India. Thus, 
the main object of the establishment of the State Bank of 
India was to extend banking facilities, on a large scale, espe- 
cially in the rural and semi-urban areas of the country. 
Accordingly, section 16 (5) of the State Bank of India Act 
laid down that the Bank has to open 400 branches within a 
period of five years after Ist July 1965. It is a matter oi 
gratification that on the 1st June 1960, with ? 

400t!i new branch at Kairana, XJ. P., the bank fulfilled is 

obligation before schedule. It is significant that mos o 
these 400 new branches have been opened at relatively sma 
places where banking facilities were either inadequate or non- 
existent. Of the 400 centres at which branches were openea 
by the Bank, all except 24 have a population not ®xc^®°i”® 
50.300; 90 have a population between 25,000 and 60,000, iiUU 
between 10,000 and 25,000 and 77 below 10,000. At 64 centres 

no banking facilities whatsoever existed and at 40 centres no 
banking facilities were available within a radius of 20 miles. 
The bank had on 31st August 1960, a total of 894 ^ 

prising four local head offices, an office m London, five ol^^ 
in Pakistan, one office each in Burma and Ceylon, 647 bra 
chesand 235 aub-offices in India. Th^o 824 offices of the 
State Bank of India together with the 324 branches and 47 

other offices of the eight subsidiary banks forma 

an integrated banking structure of 1266 

the entire country. Total deposits of the composite stract r 

amounted to R. 099 6 crores out ofRa. 1,906 0 ^^5®® 

sits of all scheduled banks at the end of August 1960. luis 
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structure may be re^at (i<Ml as oapiiblo of provolin^ i ’ ' 

and remittance facil ties within easy reach from all places o 
importance as also being sufficiently responsive to Oovern- 
ment policies adopted for a rapid development of the coui - 


try’s economy. 

9*8 (7ojicl«ston. Even the most ardent advocate of 
extension of the public sector to economic life is generally 
hesitant of nationalisation of commercial banking. 1 he expe- 
riment in selective nationalisation of 'banking, which 
inauguration of the State Bank of India initiated was, there- 
fore, a bold step. Greater coordination of monetary, econo- 
mic and financial policies is undoubtedly an urgent necessity 
in a planned economy, but normally this national responsi- 
bility is achieved through the Central Bank of the coun ry. 
With the growing importance of planning, and the widening 
field of the public sector (which involved, in many cases, 
&<5ceptance of the principle of nationalisation of particu ar 
industries or particular sectors of economy), the need for a 
full alignment between State economic policy and banking 
operations becomes increasingly more urgent. The need was 
recognised as early as 1956. The experience of the last nvo 
years is ample proof, if indeed proof were needed, of the 
significant contribution that a nationalised commercial b®-^^ 
can make to foster banking activity and for providing a lead 
(if necessary, by economic compulsion! towards a progressive 
social policy in banking. The success of the State Bank of 
India in achieviug a blend between commercial outlook of a 
banker and the progressive outlook of a social planner has 
indeed been remarkable. Whatever mental reservations one 
may have held in the past about the possible wisdom ot 
nationalisation of commercial banking are now swept away, 
and, one can look forward with courage and conviction to the 
extension of this field. Whether the extension is undertaken 
immediately or after some time is not very important, for its 
ultimate adoption is both desirable and inescapable. 


10- Indigenous Banking. 

10-1 Definition. Indigenous banking has always been 

distinguished from pure money lending, but it has rarely been 
possible to define the indigenous banker with any degree o. 
precision. This difficulty has been mainly the result of tho 
endless variety of functions performed by him, and, what is 
more complicating, the variations in functions performed by 
them as between individual bankers as also by the same 
banker at different points of time. The Indian Central Bank- 
ing Enquiry Committee^” of 1931 while suggesting tho advis- 


166, Report, para 107, 
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ability of dealing with the problem of the money-lender 
separately from that of the indigenous banker defined the 
latter as meaning 

“ all bankers other than the Imperial Bank 

of India, the exchange banks, the joint stock banks 
and the co-operative societies, and that the expres- 
sion includes any individual or private firm receiving 
and dealing in hundis or lending money.’^ 

Tlie above is hardly a definition. It seeks to demarcate 
between the two in terms of functions, and attempts to 
suggest that non-performance of certain functions debars the 
institution from being classified as a banker. Such an 
approach would not be unreasonable, were it not for the fact 
that the very concept of the primary function of banking is 
debatable. In western concepts of banking there has been a 
tendency to regard operating with borrowed funds as the 
jwa non of banking. In other words, accepting deposits 
(operatable through cheques) was the primary function of 
banking, as all other functions more or less were incidental to 
the necessity of providing service to the depositor. One 
would obviously be inclined to accept such a view were it not 
for the fact that the indigenous banker is part of an indigen- 
ous system which could hardly be judged in terras of 
impoited ideology. Banking must create institutions which 
will fit into the life of the country, get adapted to the prac- 
tices in the country and be adjusted to the diverse needs of 
the population. An Indian banker needs to be sui generis ; 
he ‘must be as Indian as the Ganges’. If so, the indigenous 
banker is perhaps as much a banker in India as the Lloyds are 
in England. It is true that the drawing of cheques is not a 
matter of common practice with some of the indigenous bankers 
nor is their reliance on deposits as a source of working capi- 
tal great, yet there is no denying that as urban and rural 
financiers, they perform functions that range as widely from 
being depositories of spare funds, issue of drafts, remitting 

of money to money-lending, pure and simple. It thus seems 
best to regard the indigenous banker as those that condimt 
their business along indigenous linos and who have, by 
tradition and convention, always been regarded as bankers 
by the people of the country. In such an approach there 
would obviously bo individual cases where it would not bo 
easy to demarcate, but such cases are not many and do not 
vitiate the convenience of the general approach. 

10-2 Distinction with Money lenders, It would bo 
useful to remenibcr that the whole concept of the so called 
distinction between indigenous bankers and moneylenders 
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is the outcome of banking theory based on western economic 
thought. In India, neither the people nor those \vho style 
themselves as bankers (indigenous, in the language of modern 
banking) observe any rigid distinction between banking and 
monc 3 ’lending. In fact", even in western countries tlic dislinc* 
tion was not very clear prior to 1844, and tlie transition 
from one to the other, i.e. from money-lending to banking 
has been more of an evolution, both in functions and concciJt«, 
than brought about by rigid definitions. Tlie most appropri- 
ate way to analyse the distinction is to regard it as a diffe- 
rence of degree rather than one of kind, though in extreme 
cases wide differences of degree do verge on differences in 
kind, It is obviously correct that 

"The indigenous banker combines banking and 
business, but in his case banking is primary* This 
is largely a difference of degree, and the other 

differences between the indigenous banker 

and the moneylender are of much the same nature. 
The indigenous banker finances trade and industry 
rather than consumption ; the urban money lender 
consumption rather than trade. Both banker and 
moneylender advance partly with, and partly 
without, security but the banker more often with 
than without, and the moneylender probably more 
often without than with. The banker is generally 
particular about the objects for which money is 
required ; the money lender is less careful,’**^® 

10' 3 Functions and Mature of the Indigenous Banker. 

10*3*1. Functions. It is generally admitted that the 
functions of the indigenous banker in the internal economy 
of the country is a useful one. He finances the agriculturist 
he assists in the movement of the crops to consuming areas 
or to the ports. They are depositories of spare funds and 
issue drafts, while it is not unknown, though it is certainly 
Unusual, for some of them to allow 'cheques' to bo drawn 
upon them. They grant advances agaimt material security 
often in small sums drawable at the convenience of the custo- 
mers, — a practice which greatly resembles the overdraft facility 
extended by organized banks**®’ Their main concern being 
rural areas, they are primarily financiers of agricultural trade, 


156. Vide Report of the ladian Central Banking Enquiry Commit- 
tee, p. 73. 

157. See a remarkably painstaking and detailed survey under- 
taken by V. Krishnan in bis Indigenous Banking in South 
India. Some of bis oonolusions are applicable equally to tbe 
whole of India. 
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though they do not keep themselves aloof from general trade 
and industry. However, by the very nature of their operations, 
their contacts are with the small trader and the small 
industrialist. They play an important part in financing trade 
and industry and in connection with such financing operations 
he does a good deal of general banking business, such as dis- 
counting hundies. buying and seding remittances, receiving 
deposits and advancing loans against stock in trade. 

10'3*2. Nature of Business. The majority of the indigenous 
bankers are multipurpose agencies, combining some form of 
trade with banking. They do not distinguish between the 
capital employed in banking from that employed in trade. 
While some of them still consider banking proper as their 
principal business, majority of them are steadily becoming 
traders or merchants principally but employing their surplus 
funds in banking business. 


10*3 3. Methods of Business. There is a common belief that 
indigenous bankers are slip shod agencies with little orga- 
nized activity. Such views are mainly the result of a confu- 
sion between them and money-lenders Whatever may be 
the shady practices adopted by the moneylenders, so far as 
indigenous bankers are concerned, even the Indian Central 
Banking Enquiry Committee'^® were forced to the conclusion 

that 

“ the indigenous banker’s operations are not 

attended with formalities and delays. His accounts 
are kept in a simple and economical way bu ar 
accurate and eflBcient. He is easily and a y 
accessible. His establishment is not costly ana 

there is no elaborate staff.** 

These are important qualities for 
where the majority of the people are poor and ® • 

are hardly in a position to afford a costly banking 

system. 

10*4 Future of Indigenous hankers. It is difficult to 
make any accurate or reliable estimates about the ro e o 
these institutions in the economic life of the county as 
relating to their activities is neither regularly published 
even probably regularly maintained by ' 

selves. However, since the indigenous bankers ha 
carrying on their activities continuosly, they must be having 
adequate data for^heir^wn purposes.* It would be obvious- 

158. para 127. . , _ 

• Dr. Krishnan’s study has rovoolod some very inierosting 

facts. 
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ly useful to make a special study of their activities and t!ie 
contribution they make to the economy of the country. In 
recent times, the indigenous bankers are undoubtedly being 
gradually squeezed out both by the development of co-opera- 
tive banking on the one hand and the extension of commercial 
banking to non-urban areas on the other hand. Yet, they 
have continued and persisted with a tenacity that speaks well 
of their utility (in the economic sense without its moral associ- 
ation) to the economy. Thus, judged by the iraditioriul 
norms of stability, adaptability and initiative, the indigenous 
bankers must be regarded as coming out with flying colours 
for they possess these three qualities in a remarkable 
degree.*®^ It would be idle to pretend that these indigenous 
bankers are without defects ; it would, however, be equally 
unjust to hold that they have no contribution to make in the 
future development of the country. However, the dilemma 
really originates from the reluctance of the indigenous 
bankers to institutionalise themselves in an era of progress 
through institutional banking, which is a primary requirement 
for co-ordinated and controlled development of credit. Inspitc 
of a declining volume of business, the indigenous banker still 
continues to play a significant role in the finance of internal 
trade, especially if account is taken of the finance extended 
by them to enable a rise in the retention-ratios of the Indian 
agriculturists. Even as late as 1964, we find the Shroff 
Committee'®® on Finance for the Private Sector observing as 
follows : 


*' no detailed statistics are available regard- 

ing the operations of these agencies for the country 

as a whole Nevertheless, the importance of 

indigenous bankers and money-lenders in the finan- 
cial structure of the country is too well known to 
need further emphasis ; for instance, it is estimated 
that indigenons bankers finance about 75 to 90% 
of the total internal trade of the country." 

It is difficult to assess the accuracy of the figure given 
by the Shroff Committee, but even if a fairly wide margin of 
error were permitted the significance of the indigenous 
bankers would still remain fairly considerable. In fact, the 


169. For instance, G. Findlay-Shirras, an author none too chari- 
tably disposed tawards Indian organizations, admits, even 
though perhaps reluctantly, that for the indigenous banker 
**to dishonour a hundi ia an event of rare occurrence." See, 
Indian Finance and Banking, p. 341. 

160. Report p. 66 ; it ia a pity that the N.S.S. has not been nsod 
for collecting data on suoh a useful aspect instead of wasting 
energies on repeatitive oonsumer expenditure data collection. 
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Shroff Committee were sufficiently impressed with the possibi- 
lities of these bankers to recommend that indigenous bankers 
should try to organise their banking business and steps should 
be taken to encourage tho rediscounting of their Usance 
Bills by the Reserve Bank of India through scheduled banks. 

10‘5 Thg Indigenous Banker and the Reserve Bank of 
India. Even before the Reserve Bank was established, the 
Indian Central Banking Enquiry Committee felt that when 
the Reserve Bank is established the indigenous banker should 
be brought into direct relations with the Reserve Bank and 
thereby'" provided with rediscount facilities from that institu- 
tion. This recommendation was made because it was thought 
to be “of the greatest importance that in the interests of both 
the general public and the indigenous bankers themselves, 
steps should be devised to strengthen the position of these 

bankers “ It shold, however, be borne m mind that tho 
Indian Central Banking Enquiry Commiltee held very conser- 
vative ideas about banking and were of the view that only 
such indigenous bankers as were engaged in banking proper, 
or were prepared to shed iheir business other than banking 

should b^e entitled to the privilege of rediscounting 
as “the Reserve Bank can only rediscount bank-endors 

paper.” . 

The proposals of the Reserve Bank of India, made in 
1937 contemplated the indirect linking of indigenous 

througrthe scheduled banks. This was subsequently abon- 

^^nPffand a revised proposal on the lines recommended by 
?he Indian Central Banking Enquiry ^mmittee putjorward. 
The committee’s proposals were broadly as follows • 

(a) abandonment of non- banking business by the indi- 
genous bankers, 

non-insistence on maintenance of detailed statistics 

and submission of frequent statistical returns y 
these bankers, 

(c) a lower standard of owned capital for their cligi i- 

lity, . 1 *1 „ 

fih maintenance of proper books of accounts by i 

^ indigenous bankers with regular audit by qualified 

auditors, and, 

(c) exemption of the smaller indigenous 

therule of maintaining compulsory deposits an 

reserves with the Reserve Bank. 

. 'r r ; 
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banking business. Tlie indigenous bankers remained outside 
the purview of the Reserve Bank’s influence^ though, even 
while isoUted, the intrinsic worth of their business remained 
high. Later, the Reserve Bank agreed not to insist on im- 
mediate abandonment of non-banking business by these 
banlrers and required only separation of such business from 
the banking business, with a stipulation to discard it within 
a spccihcd period. Even this does not seem to attract the 
indigenous bankers, so that the inescapable conclusion seems 
to be that they have little to profit by their integration with 
the general banking system and much to lose. This would, 
however, be the position as long as the profitability of the 
particular type of business carried on by them is high ; and, 
it will remain high as long as, due only to the unfortunate 
discount put on traditional Indian type of business, there 
arc first class securities which are treated as second class 
credit by organized banking, leading to such securities form- 
ing the backbone of the business of indigenous bankers. 
Things, however, are rapidly changing. The Reserve Bank 
of India's bill markpt scheme has proved to be a success and 
will steadily gi*ow in significance. The growth of warehousing 
facilities under the leadership of the Central Warehousing 
Corporation, and assisted by State Warehousing Corporations, 
is bound to lead, in course of time, to the increasing use of 
licensed wareliouse receipts as the basis of bank advances. 
There is also the development of the integrated system of 
rural credit and State assistance to co operative credit, both 
of which will cause a decline in the agriculturist’s dependanoe 
on the indigenous bankers. All this means a rather bleak 
future for the indigenous banking system, and, if they were 
wise with sufficient foresight, they would do well to read the 
writing on the wall and submit, in their own interest, to the 
supervision and control of the Reserve Bank of India by 
formalizing their own methods of business and crossing the 
‘‘Rubicon” so as to become bankers in the modern sense of 
the term and cease to bo the sort of multipurpose functiona- 
ries that they now are. 

11. The Reserve Bank of India. 

ll'l Naiure and Evolution. Traditional economic 
Uieory prided in a distrust of Government in the field of 
Central banking and currency management and believed that 
a Government was “not as sensitive as a bank to the condi- 
"th® financial and commercial world. It is doubt- 
ul whether lack of knowledge and adaptability in a Govem- 


161. Kisoh and Elkin^Centr&l Banks, p. 73. 
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mental organisation coaid be regarded even now as being as 
unsatisfactory as it was a quarter of a century ago for with 
the increasing role played by Government in economic matters 
both the competence and the suitability of its organisations 
to deal with banking, commerce and industry appropriately 
has increased Even then, there are great advantages in 
leaving executive and day-to-day work relating to money 
and bank’ng in the hands of a specialised institution and 
confining the role of the Government to considerations of 
policy and overall guidance. Thus the modern trend has been 
continuously tow’ards having nationalised institutions as Central 
Banks with close co-ordination and intimate contact between 
it and Government. The old controversy as to the rival 
merits of a shareholder's bank versus a state ownership 
principle, whatever its theoretical significance, has no practi- 
cal importance for India to day. The Reserve Bank of India 
began as a shareholder's bank and ended up in 1949 by being a 
State-owned and State-controlled bank after a brief, but 
unsuccessful, attempt in 1940 to combat the evil of concentra- 
tion of shares in particular areas of the country with large 

holdings for a few individuals. 


11-2 Constitution. The Hilton-Young Commission in- 
tended the central banking institution to overcome the in- 
herent weakness of a system in which the control of currency 
and credit is in the hands of two distinct authorities ivliose 

policies may be widely divergent, and in which the currency 
and banking reserves are controlled and manage separa ey 

one from the other." This, together with the nec^^ 

Bity of maintaining India's financial stability and credit, toth 
at home and abroad, to ensure the success of ‘h® Constita- 
tional Reforms of 1935 led to the establishment of ‘he Rescue 
Bank of India. In fact, it was a reluctant gift 
surrendered as would be apparent to anyone w-bo has stud ed 
the history of the Reserve Bank legislation before the Indian 

Legislative Assembly, for we find that as soon as the wishes 

of the Assembly were found to be different from that of the 
Government, the Finance Member (Sir *' 

announced 'the decision of ‘ 'fLi^ Biir 

intention of proceeding with the Reserve ^ te 

The Reserve Bank was established under ‘he Rcser 
Bank of India Act, 1934 and cominenced «P«f«tions on Aprd 

1, 1935. Initially a shareholders’ The 

was nationalised with effect from vest- 

general superintendence and direction members 

ed in the Central Board of Directors consisting of 15 members 
namely tlio Governor. thrcc-deputy-Governors and eleven 
other directors nominated by the Central Govermnci 
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various sub-sections of Section 8 of the Reserve Bank of 
India Act, 1934. According to the preamble to the Reserve 
Bank of India Act, 1934, the main function of the Reserve 
Bank is “to regulate the issue of Bank notes and the keeping 
of reserves with a view to securing monetary stability in 
India and generally to operate the currency and credit system 
of the country to its advantage". The Bank 's given the sole 
right of note issue in India. Also, wide powers both under 
the Reserve Bank of India Act, 1934 and the Banking Com- 
panies Act, 1949 are vested in the Reserve Bank to enable 
the Bank to control, inspect and develop commercial banking 
system. Tlie Bank acts as banker to the Central and State 
Governments, the commercial banks and some other financial 
institutions. It advises Government on economic matters in 
general and on financial problems in particular. The Bank 
maintains the exchange value of the rupee through purchase 
and sale of sterling from/to banks at specified rates and is the 
custodian of the country's international reserves. It exercises 
control over payments and receipts for international transac- 
tions in conformity with Government policy. With tlio incre- 
ased emphasis placed on development planning, the range of 
functions of the Reserve Bank has become wide and varied. 
The Bank’s responsibilities now comprise development of an 
adequate and sound banking system for catering not only 
to the needs of trade and commerce but also of agriculture 
and industry and it has assisted in the development of insti- 
tutional arrangements for expansion of credit to those sectors. 
The conversion of the Reserve Bank into a full-fledged 
State-owned central bank was undertaken with the object 
of attaining “greater coordination of the monetary, economic 
and financial policies" of the country. At present the Govern- 
ment of India are specifically authorised to issue directions 
to the Reserve Bank from time to time as it deems necessary 
in the national interest and such directions are issued after 
joint consultation between the Finance Minister and the 
Governor of the Bank. It is clear that with the growth of 
centralised planning, the conservative idea of an ‘independent* 
central bank is a misnomer, for in a planned economy central 
r oj^ly one among a number of tools in the hands 

of Government to secure rising standards of living, higher 
levels of employment and balanced development. There is 
nothing inherently \vrong in having a nationalised institution 
as a Central Bank in an era of expanded volume of State 

enterprises, for as has been aptly stated^®* “ if State owner- 

snip is a tradition soundly established by the country, a 

162. Kisch and Elkin-Central Banks, p. 25. 
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State Bank should in theory be as capable of carrying out a 
national policy as an institution of an independent or quasi- 
independent character.” In India, whatever else may or 
may not have been established as a tradition, the tradition 
of State-ownership has been fully established, and in the 
present context it is idle to believe that the Central Bank of 
the country could achieve any nationally beneficial results 
without the support and authf rity of the Government being 
available to its policies. The wisdom of having a State-owned 
Central Bank for India was outlined, strangely enough, in 
1913 by J.M. Keynes^*"® as follows : — 

“A Central Bank must necessarily stand in a some- 
what close relation to Government. If the Bank 
is to be useful, it must have the management of the 
Government balances and the note issue. It would 
he contrary to experience elsewhere and to what 
seems reasonable for India to hand over these func- 
tions to a purely private institution. If Government 
is bo interfere at all, it cannot help involving itsi lf 
in ultimate responsibdity for the Bank, and if it is 
thus to involve itself, its powers must be sufficient 
to permit an effective supervision. From a Govern- 
ment with feeble powers and placed in the position 
of interested but irresponsible critics, there would 
be a grciiter likelihood of vexatious interference ; 
while too great a dependence on the terms of the 
Bank's charter must tend Jo make these terms 
rigid and narrow for practice”. 

These observations are as true to day as when they were 

made, and it is an irony of fate that it was only after nearly 

25 years of its establishment was it possible to make the 
Reserve Bank of India what tlie representatives of the people 
of the country had wanted as early as 1927. 

11-3 Fmictions, The necessity for a central banking 
institution in India for securing the development of the Indian 

banking and credit system on a sound and proper basis has 
been emphasised by various authorities from time to time. 
Tiic traditions I functions of a Central Bank are well-known, 
and, apparently the Reserve Bank of India have these 

functions if it is to acquire the status of a Central Bank o 
achieve the ends for which it has been established. It is 

however, important to bear in mind that the ‘^uo succ^s of 

a central banking institution docs not lie in its list ot lunc- 
tions but in designing it in such a way as to meet the pract - 

103. Annoxo to tho Report of the CliaraborUin Commission (1013)- 
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cal requirements of the country aii'l niiiUin" it adaptable to 
the banking organization of the country which it is intended 
to serve. Thus, it seems rather puerile to assess the functions 
of the Reserve Bank of India by comparing it with those of 
Central Banks in other countries as the economic situation in 
India is not obviously a replica of what exists elsewhere. We 
may broadly classify the functions of the Reserve Bank of 
Ind'a as follows : — 

I. Basic Functions. 

(i) Issuing of paper currency, 

(ii) Acting as banker to Government, 

(iii) Performing the role of banker to other banks, 

and liolding compulsory reserves, 

(iv) Controlling credit expansion and contraction, 

(v) Ultimate provider of rediscounting facilities and 

lender of last resort ; 

21. Supplementary Functions. 

(vi) Maintenance of Foreign Exchange value of the 
Rupee, 

(vii) Provision of adequate credit to trade, commerce, 
industr 3 ' and agriculture, 

(viii) Operating measures of exchange control and 
banking supervision as envisaged under rele- 
vant laws ; 

III. Promotional Functions. 

(ix) Ensuring expansion and spread of banking, and 
improving banks through inspections, 

(x) Promoting the develoi^ment of a bill market for 
the country, 

(xi) Assisting in Plan-objectives in the field of bank- 
ing, e.g., provision of agricultural credit through 
cooperative banking ; 

IV. Incidental Functions. 

(xii) Collection and publication of monetary and finan- 
cial statistics, 

(xiii) Dissemination of banking wisdom, 

(xiv) Acquinting member-banks with developments 
and implications of State policy in monetary 
matters, 

(xv) Advising on methods of voluntary internal co- 
operation amongst the member-banks, 
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The classification and the enumeration imdortaken 
above is essentially for convenience of understanding and 
listing, rather than for providing a logical grouping. It is 
clear that some of the functions are interdependent and aid 
each other. For example, the more effectively the Reserve 
Bank is able to disseminate banking wisdom the easier would 
it be for it to enforce a given credit control policy ; or, again, 
it is only by ensuring adequate expansion and development 
of banking that it could ensure appropriate provision of 
credit to all sectors and all regions. 

11*4 Banking OperaU(yn8. These operations of the 
Reserve Bank can be grouped under three broad heads viz. : 

(a) day-to-day management of government finances and 
foreign exchange reserves, 

(b) development and strengthening of the institutional 
set-up for credit supply, 

(c) regulation of money and credit in the economy. 

The undertaking of Government business and the 
management of Government transactions involve large day to 
day transfers of money from place to place, and as between the 
treasury and the community. The Government keeps some 
of its funds with the Reserve Bank free of interest. The 
Reserve Bank has to discharge the important function of 
making ways and means advances to the Central and btate 
Governments repayable within 90 days, to purchase and m 11 
Government securities, manage the public debt, to receive 
money on behalf of Government and make payments as per 
order The transacting of banking business of the Govern- 
ment of India is aright and an obligation of the Reserve 
Bank under the Act which enjoins the Bank to accept money 
on account of the Central Government, to make payments on 
its behalf and also to carry out its exchange, remittance and 
other banking operations including management of public 
debt So far as the State Governments are concerned, tne 
Bank performs similar functions on their behalf through 
agreements entered into vnth them. For administering cxcli- 
ange control and acting as the custodian of the country s 
exchange reserves, the Reserve Bank acts as agent ot the 

Central Government. 

So far as extension of credit facilities are concerned, 
the Reserve Bank's activities could be demarcated between 

(a) those relating to agricultural credit, and 

(b) those relating to the channelling of funds to 
industry. 
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11-4-1. AgricitHuial Cr^^dil. In the lieKl of Ainioul- 
tural credit*, its activities are : 

(i) aiding State Governments to formulate schemes for 
reorganisation of the co»operativc movement, 

(ii) financial assistance to farmers through agencies of 
State and Central co-operative banks, and, Central 
land mortgage banks, 


(iii) granting financial assistance to State Governments 
to enable them to contribute to the share capital of 
co-operative societies. 


(iv) conducting training courses for co-operative person- 
nel, and 

(v) inspection of co-operative banks on a voluntary 
basis designed to improve the machinery and opera- 
tions of co-operative credit. 


The importance of the role of the Reserve Bank in 
regard to Agricultural credit was recognised from the very 
outset and the agricultural Credit Department of the Bank 
was started simultaneously with the Issue and Banking 
Departments of the Bank in April, 1935. The Reserve Bank 
Act provides for assistance to agriculture. The Act enjoins 
that the Bank cannot make advances to agriculturists direct 
and can extend accommodation only through scheduled banks 
or co-operative banks. Initially the Bank's advances in this 
field were restricted to short term advances mainly for tiding 
over a temporary or seasonal shortage of funds. This restric- 
tion, however, has been subsequently removed by statutory 
amendments and at present the Reserve Bank’s assistance to 
Co-operative Credit covers : — 

(1) For seasonal agricultural operations and market- 
ing of crops, under Section 17 (4) a, 2 (b) or 4 (c) of 
the Reserve Bank Act, 

(2) Medium-term loans to State Co-operative Banks 
for agricultural purposes, under Section 17 (4AA) 
of the Act, 

(3) Through National Agricultural Credit {long-term 
operations) Fund, covering 

(a) medium-term loans to State Co-operative 
Banks for agricultural purposes under Section 
17 (4AA) read with 46 A (2) (b), 

(b) long-term loans to State Governments for con- 
tribution to the share capital of Co-operativo 

• Se©, Chapter IV, 
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Credit Societies under Section 17 (4 AA) read 
with 46 A (2) (a), 

(c) long-term loans to Central Land Mortgage 
Banks under Section 17 (4 AA) read with 46 A 
(2) (c) of the Act, and 

(d) rural debentures under Section 1 7 (4 A A) read 
with 46 A (2) (d) of the Reserve Bank of India 
Act. 


The accommodation made available under these cate- 
gories to the State Co-operative Banks is indicated in the 
table given below : 


(In lakhs of rupees) 


Section 17 

Section 17 

Section 17 

Section 17 

Total 

Year (2)(b) 

(4)(a) 

(4)(o) 

(4)(A) 



Adv- out- 

Adv- out- 

Adv- out- 

Adv- out- 

Adv* 

out- 

Vances stand- vances stand- 

vances stand- 

vances stan- 

vancofl 

stand- 

ing 

ing 

ing 

ding 


ing 

(1) (2) (3) 

(4) (5) 

(6) (7) 

(8) (9) 

(10) 

(11) 


1951- 

62.1.99 1,96 4,89 2,26 4,41 3,60 — — 11,29 7,81 

1956- 

66. 44 39 10,36 2,14 12,69 9,94 41 61 23,80 12.98 

1968- 

69, 15,90 3,47 66,70 41,02 2,68 4.95 75.28 49,44 

1960- 

61, 26,97 3,93 115,41 77,84 4,29 7,63 140,66 89,40 

^^02. — — 32.33 4,90 163,39 106,99 7,21 10,9 2 192,92 122,8 0 

Source t R. B. I. 


N. B. Columns (8) & (9) cover Section 17 (4AA) from 30th April 
1060. 

A clearer idea of the relative growth of advances under 
the different categories can be got from the following reclassi- 
fied figures on page 393. 

ll-4'2 Industrial Finance* The Reserve Bnnk has in ro- 
cent years been devoting considerable attention to channelling 
of funds to industry. Through its Bill Market Scheme the bank 
not only supplements the resources of commcrcialbanks in the 
busy season but uses it ns an instrument for according prelcrcn- 
tial treatment to industry. The Bank has participaic<l in the 


♦ 


Seo Ch. VI. 
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sliarc of the Industrial Finance Corporation and State 

Financial Corporations and is represented on their Boards of 
Directors. The Bank extends short-term credit to the Finance 
Corporations. Under the Reserve Bank of India (Amend- 
ment) Act, 1960 the Bank is empowered to grant them medium- 
term loans. The Bank also inspects State Financial Corpora- 
tions witli consent of the Central Government. Another impor- 
tant landmark was the establishment of Refinance Corporation 
for Industry in 1958 with a view to providing re- finance for me- 
dium term loans granted by member banks to medium-sized 
units in the private sector. Also the Reserve Bank, as agent 
of the Government of India, has been implementing from 
July 1960 a scheme (on an experimental basis) for the gua- 
rantee of loans given by approved institutions to small-scale in- 
dustries. The scheme which covers 22 districts provides for 
sharing of any losses in respect of these loans between the 
Government and approved lending institutions. 


The finance provided is as follows : — 


Industrial Finance 


(Thousands of Rupees) 



Year 

(End of year 
figures) 


Long term Finance to 

Industrial Finance State Finance Medium 
Corporation Corporations term 

Shares Bonds Shares Bonds Finance 

to I.F.C. 


under sec- 
tion 17 
(4B) (b) 


(1) 

(2) 

(3) 

(4) 

(5) (6) 

1951-52 

1955-56 

1958-59 

1960-61 

102,70 

102,70 

102,70 

102,70 

200,00 

200,00 

200,00 

170.00 

200.00 
235,00 

— 106,50 

— 93,76 

— 61,00 

Source : R- R> 


N. B. For colura 6, figures agwaat 1055-66 relate to 1956-57' 
Theso figures ore outstandings as on last Friday. 

11‘4’3 Credit Regulation* In the field of credit regu- 
lation, the methods used by the Bank are (1) quantitative or 
general credit control, (2) quaUtative or selective credit con- 
trols and (3) moral suasion. Under general credit controls 
arc grouped the Bank rate (i. c. the rate at which the Reserve 


• Soo Ch. I.\, 
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Bjuik in ])r;iolic(* •I'rants uct'oinmndation t-i) l)anU.->), (ijK'n mar- 
ket operations (pui’cliascs and siilcs of (jovcrnineiit and a[)- 
proved securities but mostly of Government securities) and 
variable reserve requirements (i. e., varying the percentage of 
demand and time liabilities to be kept by banks as reserve 
with the Reserve Bank). In India, the Bank rate changes 
have not been frequent. The persent Bank rate i.s 4 per cent. 
Open maket operations, arc, on the other hand, continuously 
employed to achieve the dual objectives of regulating yield 
pattern of Government securities and increasing or decreasing 
cash reserve of banks, with the intention of bringing about 
credit expansion or contraction. The power to vary reserve 
ratios between prescribed limits was vested in the Bank only 
in ir'56. Under the RBI Amendment Act of 1956, the Bank 
can vary the required reserves of scheduled banks between 
5 and 20 per cent for demand liabilities and 2 and 8 per cent 
for time liabilities. Under the above ceiling limits, the Bank 
can also direct scheduled banks to maintain with the Reserve 
Bank additional deposits computed with reference to the 
excess of bank’s demand and time liabilities over the level on 
a base date notified for the purpose. The latter power was 
invoked for the first time on March 11, 1960. The notifica- 
tion was superseded by subsequent notification of May 5, 1960 
under which scheduled banks have to keep with the Reserve 
Bank in the form of additional deposits 50 per cent of the 
increase in their demand and time liabilities after May 6, 1900. 


Apart from the above general restrictive credit control 
measures, the bank has also been operating selective credit 
controls since May 1956, These controls arc being operated 
with flexibility in the light of changing conditions of supply 
and demand and with a view to curb speculative tendencies 
without curtailing supplies for essential purposes. The credit 
control policy of the Reserve Bank has been analysed in the 
previous chapter where an attempt has been made to assess 
the success or otherwise of these policies. 


11*4*4, Banking Extension. It has been pointed out 
earlier (vide para 2*2 3) that a vast country like India re- 
quires development of branch banking for proper extension of 
banking services throughout the country. 

The bank plays a vital role in strengthening of the 
commercial banking system and its extension into undevelop- 
ed areas. It enjoys fairly extensive powers under the Bank- 
mg Companies Act, 1949 to license and inspect commercial 
banks. Branch expansion of commercial banks is regulated 
by the Reserve Bank in order to prevent excessive expansion 
m the more developed areas and to encourage their spread 
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into rural and scmi-urban centres. The Bank also attempts to 
improve the quality of the bank staff tlirougli conducting 
training courses at the Banker’s Training College established 
by it. 

11*5 Reserve Bank as Currenctj Aulliority. The sole right 
of note issue is a primary function of a Central Bank, and 
the Reserve Bank of India has been entrusted with this right. 
It is generally recognised that the issue of paper currency 
should not be left completely unregulated and the law, there- 
fore, requires maintenance of prescribed reserves against the 
note-issue.* The function of such reserve initially was the 
ensuring of converfcibilty internally of the paper currency. 
With the growth of inconvertible currencies, the basic function 
of the reserve again&t note-issue has altered and it is now 
hardly relevant from the point of view of guaranteeing safety. 
Present day thinking is more inclined towards the requirement 
of elasticity as the primary consideration in a g >od note issue 
system, subject, of course, to prevention of over issue or 
gency, so as to serve the best interest of the currency. For 
the issue of notes the Reserve Bank maintains a sepirate de- 
partment called the Issue Department, the assets of which are 
kept distinct from those of its Banking I^cpartmcnt. The 
Bank started issuing its own notes at the beginning of 1038, 
and at present, apart from the one rupee note which are issu- 
ed by the Government of India, all other notes arc issued by the 
Reserve Bank of India. The separation of the Issue Department 
and the Banking Department is on the pattern of the Banii 

of England and is a relic of the now abandoned idea ot the 

Currency School that bank notes alone being money a distmc- 

tion of principle must be drawn between note-issue manage- 
ment and banking business. The distinction, liowcvcr, has 
no significance and, apart from complicating accounting 
procedure, it serves little useful purpose. The original provi- 
sion of the Act laid down that of the total as.sets not less 
than 40 per cent must under the law consist of gold com, go 
bullion or sterling securities, provided that the amount o 
gold coin and gold bullion was not at anytime 
40 crorcs in value. With the previous sanction o t Central 
Government, the Bank could hold gold com, gold hulhou or 
sterling securities of less than 40 

limited periods on payment of a specified tax ' f 

ency. The remaining 60 percent could " 

rupee securities, rupee coins and prescribed bills of c.«hai g . 
eti, provided the rupee securities of the G^o^ment of 
India did not e.xcecd Rs. f.O emres, or 25 percent of the total. 


Soo Ch. I\. 



'TDlfi BANKING SY^sTEM 


397 


whichever was greater. Tliesc provisions were fouii‘1 t i I>c 
unsuitable after 1950 when India entered into a phase of 
planned develoj>mcnt leading to an expansionist ccononiy 
requiring financing of the Plan. A change from the so called 
‘proportional’ system of reserve to a fixed minimum reserve 
was introduced by the ileservc Bank of India (Amendment) 
Act, 105G which provided for a minimum holding of foreign 
securities of Bs. 40U crorcs, which in an emergency could be 
reduced to Rs. 300 cimics with Government’s prior approval. 
According to the same amendim nt gold coin and bullion had 
to be of Rs. 115 or. res, with gold valued at Rs. 62’ 50 per tola 
according to the parity rate agreed to by the International 
Monetary Fund. On October 31, 1957, this was furtlier 
amended by an Ordinance, which was later replaced by a 
Second Amendment Act. Under the revised arrangement, 
aggregate value of gold coin, gold bullion and foreign sccuri* 
ties lield in the Issue Department should not at any tin\e be 
less than Rs. 200 Crores, of which the value of gold coin and 
gold bullion was to be not less than Rs. 115 crores. The 
amendment furtlier deleted the stipulation of the minimum 
vahie limit of foreign securities. These amendments were 
obviously int -nded to enable an easier expansion of note- 
issue. It is indeed a remarkable evidence of public confidence 
(or, alternatively, of public ignorance) that such drastic reduc- 
tions have led to no serious outward adverse signs. Some 
idea of the expansion of note-issue may be got from the table 
given below : 


Issue Department 


Year 


A 

Liabilities 


Total 


(In lakhs of Rupees) 


( 1 ) 


Notes 

Notes 

A 

Gold 

ill cir* 

held in 


coin 

cula- 

Bank- 

or 

and 

tion 

ing 


Bul- 


Deptt. 

B 

lion 

(2) 

(3) 

(4) 

(6) 


B 

Assets 

F ore- Rupee Govt, of 

ign coin India 
Securi- 
ties 


Rupee 

Securi- 

ties 


( 8 ) 


(6) (7) 

40.0:i tiU3,15 69.13 464“^ 
40,02 656,42 103,16 678 82 


1951-52 1,141,11 35.82 1,176,93 
1966-56 1,466,64 11.77 1 478 41 

1958.69 l,70i:53 15,00 1, ■7.7,22 m’ot l3o’o9% X 

1960- 61 1,984,74 7,84 1 99‘> 59 117 7n loVni i m cn J 

1961- 62 2.070,30 25,37 2',095:67 117:76 113:80 lloo? 

. Source ; R, B I. 

J? iguros rolalo to last Friday 

Oeteber 5, ,E56, 

Column (7) includes one rupee notes 


N. B. 1. 

2 . 

2 . 
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Tlie enoniious expansion of the note issue, which has 
practically’ doubled itself in a decade, is apparent from the 
above table. It is also equally apparent that but for drastic 
reductions in the reserve requirements and the revaluation 
of gold, such an expansion could not have been possible. 

ll’G Banking Department and its Fuiictions. The work 
of the Banking Department is the medium through which the 
Reserve Bank functions as Banker to member-banks, lender of 
last resort and the regulator of credit policy. In view of the 
declining intiuencc of currency and the growing importance of 
bank-money, the activities of the Banking Department are in 
reality more significant. We have examined earlier* the 
functioning of the credit control policy of the Reserve Bank. 

The continuance of a separate Banking Department 
does not appear to be serving any beneficial purpose. 
Modern monetary and banking theory recognises that the 
alleged distinction between paper-currency and bank-money 
docs not, ill effect, exist as all forms of money arc easily 
interchangeable. The only practical service that such a 
demarcation between the two departments could achieve was, 
to quote the MacMillan Committee on Finance and Industry 

to jirovide “a convenient formula for dividing the P^^fi^^ 

the Bank between the treasury and the Bank itself. 

It was on this particular argument of convenience that the 
MacMillan Committee were prone to allow the continuance of 
a long-standing practice, though they were fully conscious that 
the elaboration of the organisation for this particular purpose 
was neither necessary nor conducive to accurate results. 
But even if it ivcre, the argument could not be extended to 
support the separation for the Reserve Bank of India as the 
statute now stands with the Bank a nationalised institu- 
tion. Even prior to nationalisation there ivas little justifica- 
tion for the Bank's profits have always been allocated on a 
specified basis. Upto 15th August, 1947, the arrangement ot 
separate Issue and Banking Departments was probably a 
means to show courtesy to the elder brother ; upto Ist 
ary 1919, it was perhaps the result of continued inertia; 
thereafter, one can only regard the arrangement 
those ‘features’ whicli commonsenso cannot explain, it mic 
there is any reasonable justification at all.' In ac , 
present arrangement simply confuses those who un ® ' 

while it has no meaning for those who do 
and, unless continued clouding of issues were to bo 
as serving a purpose, the sooner the separation is aone y 

witli the better it is. 


• SeoCh. IX. 

104. Ijce Murunjai)^ S. K. 
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The lable given below indicates the liabilities of the 
Reserve Bank of India in so far as they relate to the Bunking 
Department : 

Banking Department 
(Liabilities) 


(In Lakhs of rupees) 


Year 

(Last 

Friday) 

Central 

Govt, 

Deposits 
Other Banks 
Govts. 

Others 

Other 

Liabilities 

Total 

of 

Depo.sits 

(1) 

(2) 

(3) 

(4) 

(5) 

(6) 

H) 

1951-52 

180,16 

25,00 

46,99 

65,90 

35,90 

318.11 

1955-56 

67,34 

62,03 

53,24 

16,68 

59,46 

199,30 

1958-59 

53,83 

26,72 

67,57 

119.07 

190,67 

267,19 

1960-61 

76,46 

28,99 

70,85 

87,96 

221,39 

264,25 

1961-62 

71,30 

15,89 

72,73 

152,36 

231,84 

312,27 


Source : H.B.I. 


The tremendous decline in Government deposits, both 
Central and States, is the most outstanding feature of the 
trend revealed by the above statement. Deposits from banks 
show a natural trend towards increase as one would normally 
expect from expansion of banking and bank-money. The 
fluctuating character of deposits from “others" indicates tlic 
necessity of having further details about it. Finally, the 
rapidly rising figure of “other liabilities" needs to be clarified. 
These “other liabilities" include trUer-olta, the following : — 

(i) paid-up capital of Rs, 5 crores; 

(ii) reserve fund of 

(a) Rs. 6 crores upto June 28, 1957, 

(b) Rs. 80 crores from July 6, 1957 ; 

(iii) National Agricultural Credit (Long-term Operations) 

Fund of e. r ; 

(a) Rs. 15 crores from July 6, 1956, 

(b) Rs, 20 crores from July 5, 1957, 

(o) Rs. 25 crores from July 4, 1958, 

(d) Rs. 30 crores from July 3, 1959, 

(e) Rs. 40 crores from July 1, 1960, and, 

(f ) Rs. 60 crores from Juno 30, 1961 ; 

(iv) National Agricultural Credit (Stabilisation) Fund 
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(a) Rs. 1 crore from July 6, 1956, 

(b) Rs. 2 crores from July 5, 1957, 

(c) Rs. 3 crores from July 4, 1958, 

(d) Rs. 4 crores from July 3, 1959, 

(e) Rs. 5 crores from July 1, 1960, and 

(f ) Rs. 6 crores from June 30, 1961. 

The expansion of activities of the Reserve Bank must 
mean an increase in total liabilities i c., total deposits + 
other liabilities, or col. 6 + col. 7 of the statement given 
earlier. Fiirthtr, these total liabilities must be equal to total 
assets, for in a balince-sheet liabilities = assets. The figures 
of total liabilities [or assets) for the corresponding years are 

as follows: — , ,, 

(In lakhs of Rupees) 


Year 


Total Liabilities 
or 

Total assets 


( 1 ) 


( 2 ) 


1951-52 

1955-56 

1958-59 

1960- 61 

1961- 62 


354,01 

258,77 

457,86 

485,64 

644,12 


It would be interesting to see how the total assets wer 
distributed, for the asset-allocation policy of the Reserve 
Bank of India is a matter of vital concern to the economy o 
the country. The table given below gives the details . 

Allocation of Assets 

(In Rs. Lakhs) 


Year Notes 

(Last and 

Friday) Coins 


Balances Advanc- Other 
lield os and Loens 
ubruad Loans to and ad 
Govts, vancoa 


(1) 

(2) 

(3) 

(4) 

1950-51 

35,08 

119,92 

94 

1956-56 

11,92 

89,72 


1958-59 

15,67 

35.05 

24,77 

1000-61 

7,94 

13.24 

30,02 

1961-02 

25,42 

15,84 

80,89 


01,37 
79, U 4 
113,44 

18 r >,60 

177,69 


Bills 
purchas- 
ed and 

discount* Invest- 
ed menls 


( 6 ^ 

3,72 
12,23 
6,18 
39,17 
46,60 


m 

102,09 

47,19 

251,70 

180,96 

163,43 


Other 

assets 


29,90 

17,77 

12,06 

19,82 

34,24 


Source : R-B.I. 
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The assets of the Banking Department reflect the pre- 
sent conditions of the mon^y market. Thus, a low figure 
under ‘Bills purchased and discounted’ is an indication of tlio 
low rediscounting facilities obtained or made available. It 
will be seen that this figure was practically insignificant in 
1951-52, and has shown a steady growth in recent years, 
bringing out the growing significance of the bill market and 
the increasing reliance placed on rediscounting facilities by 
the banking system. Secondly, the steady rise in the ‘Loans 
and Advances’ to Governments, which include from the middle 
of 1957 temporary overdrafts to State Governments, is a 
feature that can hardly be regarded as good financial policy, 
for generally one would expect a special effort on the part of 
Govemments not to be indebted to the Bank at the end of 
the year. However, in principle, it must be conceded that a 
better indicator in this respect is the continuous average 
indebtedness of Governments, which, if the figures of average 
of Fridays during the year are any guide, were lower in 1960-61 
and 1961-62. Finally, the two most important items on the 
assets side are (a) other loans and advances, and, (b) invest- 
ments. These two roughly indicate the funds made available 
to the banking sector and, since the major portion of the 
investments is in Government securities, the Government 
sector. Of course, a part of the investments being in the 
^rm of shares of Industrial Finance Corporation and State 

Finance Corporations, they are available indirectly to the 
private sector. 


/-. ^ Profits of the Reserve Bank of India, ll-? ! The 

Concept The Reserve Bank obviously could not, and 
does not anu at making profits for it fonotions more 

However Rs benefit from the economy. 

However, its financial operations must involve a profit and 

loss account and since It is a nationalised institution tho 

profits that It makes (without trying to make them dolib^L 

tely) IS an income to the Central Government for the surolus 
midTo'" I"dia. SineeThe profits 

..1 .. iS'ZE 
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ll-7‘2 The Facts. 


Profit and 

Loss Account 



For the year ended 


June 30, 1960 

June 30, 1969 

INCOME 

(Rs.) 

(Rs.) 

Interest, Discount, Exchange, 


47,26,60,478-63 

Commission etc. 

47,56,93,191*33 

EXPENDITURE 



Establishment 

Director’s & local Board 

3,99,90,211*06 

3,78,09,386*14 

70.519*60 

22,600*00 

Member’s fees and expenses 
Auditor’s fees 

79,167*30 

22,600*00 


Rent, taxes, insurance, light* 
ing, etc. 

Law charges 

Postage and telegraph charges 
Remittance of treasure 
Stationery etc. 

Security printing (cheque, note 
forms, etc.) 

Agency charges 
Depreciation and repa.rs to 
bank property 
Contributions to staff and 
superannuation funds 
Miscellaneous expenses 


21.46,682- 16 
47,296*40 
3,44,744*30 
20,27,926*67 
9,61,034*03 

1,19.78,666*19 

1,01,12.876*96 


19,29,808*41 

1.09,229*73 

3.24,117*25 

46,24,122*47 

8.12,072*10 

114,98,408*34 

1,00,28,088*37 


46,33,013*68 23,63.393*19 


7,32,00*00 

26,09,481*10 


4,63,000*00 

24,83,111*06 


Net available balance 40,00,1^6^^ ^0^22. 721-87 

Total 47,66,98,191-33 47,26,60,478-63 


Reserve Fund Account 

On 30 June, 1959 
(Rs.) 

80,00,00,000*00 By Balance 

By transfer from Primt 
and Loss Account 


On 30th Juno 1960 
(Rs.) 

80,00,00.000*00 
Nil 


80,00,00.000 00 


Totel 


80,00.00,000-00 


TIic surj.liis payable to the Central Government during 
the two years was a little over Rs. 40 crores each. 
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12. Bill Market. 


12’ I Necessity, Until recently, the Indian money 
market had a serious deficiency in the absence of a properly 
organised bill market which is generally considered to be a 
vital necessity. The traditional huiidi possesses features which 
are not dissimilar to a modern bill of exchange*, but it could 
hardly be regarded as providing more than a foundation for 
the development of a bill market on modern lines. The 
advantages of a bill market are many, liz,, 

(1) it facilitates the movement of commodities by re- 

ducing the locking up of resources as the seller 
receives payment in advance of payment by the 
buyer, 

(2) it provides short-term funds, especially to agricul- 

turists, 

(3) it opens up a suitable opportunity for holding assets 

in short-term investments by the banks, 

(4) it is a perfect security as it carries with it the 
guarantee of both a bank and the individual so that 
it is both ready money and cheap money, 

(5) it is self-liquidat ng and, hen e, self-retiring. 


12’2 Essentials for Development of a Bill Market. It is 
obvious that a bill market cannot be brought into existence 
unless certain conditions are satisfied. It is necessary to have 
legal recognition to such documents and use of such facilities 
for investment of funds by the banking system. The existence 
of specialized houses for ‘acceptance' of such bills is a 
convenience but not an inescapable necessity. The era prior 
to tlie establishment of the Reserve Bank of India was 
unfavourable to the growth of a bill market mainly because 
of the Imperial Bank’s uncompromisingly hostile attitude to 
Indian hundis, and, its being both a competitor to other 
commercial banks as well as declining to have itself governed 

by specified standards in regard to acceptability of bills for 

discount It was, for instance, pointed out before the Indian 
L/cntral Banking Enquiry Committee*®® that 


165. 


“The Imperial Bank of India is prepared to discount 
only approved bills i.e., bills approved by it. It 
does not lay down any standards for the guidance 
of other banks as to what constitutes an approved 

Tho working of a modern bill of exohango is an iuterestino 

Praotice of Ba^ng. Ch. IV » Davar-Lawand 

Report p. 409. 
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bill ill its opinion. The result is that joint stock 
banks cannot depend on bills which they discount 
for their customers being rediscounted by the 
Imperial Bank of India”. 


One can only wonder as to what enabled a bank, using 
funds of the Government of India and earning its prolfits 
from business in India, to adopt such an attitude ^d, what 
is more, get away with it. In fact, the Imperial Bank ^yas 
most reluctant to adopt anything Indian, and, its Managing 
Governor had even the opportunity to suggest that indi- 
genous bankers must use credit documents acceptable to the 
commercial banks, rather than use its position and privileges 
to develop an existing local banking system. 

12-4 fleserie Bank’s Scheme for Developi^ a BUI Market 

in India. In 1931, four years before ‘h® v 

India was established, the Indian Central Banking Euquirj 

Committee"^’ had expressed the view : 

‘•There is little doubt that the creation of the 

Keserve Bank with the resultant jg. a 

various elements of the money “-.arket and a unmed 

control of credit and ^.'?"'‘^„,H,uTmate v 

develop the use of commercial bills and ultima y 

create an active and efficient discount market in 

India The mere fact that during the busy season 

the Issue department of the Bank w . 1 be enab d 

to issue currency freely against genuine bii 

Idthrttht Ba"nk Bate being ^^ffic al 

levels should have a psychological effect on mer 

lotld tendTo"link urthe indigenuus^^ 

and if, as we propose, the of H„t 

5‘.r 'srJs b‘. .-s; 

“ lOOrRoport of 11.0 Indian Central Banking Enquiry Committee, 

|>. 413. 

1C7. Report, para G04- 
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practice in lieu of tlic present cruilc jiictlixl of 
taking advances against securities at a higher rate 
for shorter periods.” 

This was, mire or less, a fairly detailed and self-con- 
tained suggestion. The Reserve Bank of India was establish- 
ed in 1935, but under the influence of a conservative banking 
policy it refrained from paying adequate attention to the 
problem of developing a bill market. All that it did was to 
agree to extend rediscount facilities to the indigenous bankers 
provided they were prepared to 

(i) segregate their non-banking business, 

(ii) discard non-banking business within a specified 

period, 

(iii) maintain proper books of account, and, 

(iv) get them audited and make available to the Reserve 

Bank for inspection. 

These proposals, which were made in 1937 and, again, 
in 1941 were doomed to failure from the very beginning for 
it was like asking water to flow uphill. It was true that in 
the absence of a standard usance bill it was difficult for the 
Reserve Bank to go ahead, but instead of taking steps 
to standardise the hundi it waited, in true dignified fashion, 
for the hunii to alter itself. It was not until the country 
became independent and subsequently nationalised the 
bank that the Reserve Bank made any positive move in this 
matter. In January 1952, the Reserve Bank announced a scheme 
for the creation of a bill market. The main features of the 
scheme were as follows : — 


(a) scheduled banks were allowed to convert a part of 

their loans and advances against promissory notes 
into usance promissory notes with 90 days’ maturity 
so as to cover the minimum requirements of the 
borrower, 

(b) such facility was available to scheduled banks 
having deposits of not less than Rs. 10 crores, 

(c) a minimum limit of Rs. 25 lakhs was fixed for each 

advance, and 

(d) a minimum limit of Rs. 1 lakh was laid down for 
each bill. 


The scheme, however, was liberalised in June 1953 so 

included in the scheme, 
ine minimum limit of each advance was reduced from Rs. 25 
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laklis to Rs. 10 lakhs aiul the minimum for each bill from 
Rs. 1 lakh to Rs. 50,000. In October, 1958 the scheme was 
extended to include export bills as a measure of assistance to 
exporters. Since it was felt desirable to make the benefit 
available to the smaller exporters also, the minima for the 
amounts to be advanced to a bank at a time and for the 
amount of an individual usance promissory note to be accept- 
ed as security have been fixed at Rs. 2 lakhs and Rs. 0 20 
lakhs, respectively, as against Rs. 6 lakhs and Rs. 0*50 lakhs 
fixed for the others. These relaxations have made the scheme 
popular and considerable use has been made of the accom- 
modation provided under the scheme which is made available 
under Section 17(4) (c) of the Act. 


12*4 Appraisal of the Bill Market Scheme. In spite of 

the growing popularity of the scheme, it cannot be said that 

it has as yet, become a basic part of the functioning of the 
money-market. Further, the scheme as it operates at present 
can hardly be called a proper scheme for a bill market. 
Actually it is an attempt to convert loans and advances ot 
scheduled banks into usance bills, rather than develop 
genuine trade bills. Further, it is mostly used for extending 
credit during the busy season, because normally the scheme 
is cumbersome and costly. Finally, the scheme still keeps 
out the /mndis of indigenous bankers so that an important 
sector of domestic trade, particularly that part operating in 
the rural areas, lias been excluded from the 
scheme. It is difficult to visualise how a 
market scheme can be developed for India unless ‘"d g«nous 

bankers are brought into this scheme and 

are encouraged to accept their hurdis with facilities lor 

discounting them with the Reserve Bank ot India. 


13. Legislative Regulation of Banking. 

13-1 Need for Regulation. The basis for all regulation of 
private seclor activities is the need to 

and mismanagement, and to ensure conformity to national 
noheres The importance of banking in modern economy is 
sufficiently great to justify a special banking law for its regula- 

ton Bankf are custodians of the savings of the people and 

no Government can look upon with Xl inflm 

ed activities of institutions who exercise a ''"y 

ence on tlic economic life of the country. ^ 

must be regarded as quasi-public in its na i 

subjected to a minimum degree of 

control. It is not implied that regulation by itself ^an ensi 
efficiency for it would always be true that good bank g 
achieved by good bankers rather than by good laws. Even the , 
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however, n. compreliensive and special law rcjiulatiii'? banking 
would be desirable in the public interest with a view to bring- 
ing about at least a minimum degree of precaution against 
mismanagement. Quite frankly, laws cannot prevent bank 
failures ; it can only ensure that they are not due to gross 
negligence of supervision and are not the outcome of uncheck- 
ed ‘shady’ business. 

13'2 Origin of Banking Legislation in India. Till 1936, 
India had no banking legislation as such and banks were 
required to conform, like any other concern, to the general 
requirements of Company Law.s. The haphazard development 
of Indian joint stock banks during and after the Second 
World War led to many bank failures. The serious blow to 
depositors following from these failures led to the issuing of 
an Ordinance in 1946 whereby the Reserve Bank of India 
was empowered to inspect accounts of any joint-stock bank 
and to take action against any bank whose affairs were re- 
garded as unsatisfactory and detrimental to the interests of 
depositors. The subsequent enactment of the Indian Bank- 
ing Companies Act of 1949 marked the culminat'on of a trend 
towards increasing banking regulation. 

13'3 The Banking Companies Act of 1949. This Act is 
a most comprehensive piece of banking legislation and marks 
an important landmark in the history of banking development 
in India. Theoretically, the objective of banking legislation 
should be 

“the protection of the public against its own igno- 
rance, protection against the ignorance or dishones- 
ty of those who float or manage banks and finally 
the protection of Indian banking generally against 
powerful foreign competition.”^®’ 

The following are the main provisions of the Act : — 

(1) Banks have been defined and their fudetions indi- 
cated exhaustively ; a prohibition has been added to 
the undertaking of any business other than those 
enumerated and trading, i.e., buying and selling of 
goods, has been expressly disallowed ; 

(2) It has been provided that non-banking assets, like 

immovable property, acquired because of failure to 
repay advances made must be disposed off within a 
specified time ; 

(3) Companies carrying on banking must use the words 
‘bank’ or ‘banker’ in its name and other companies 
must avoid these words in their description ; 

167. Muranjan, S. K- — Modem Banking in India, p. 343. 
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(4) Prior licensing by the Reserve Bank of India has 
been made compulsory ; 

(5) Minimum requirements of paid-up capital and 
reserves have been laid down with a view to check- 
ing the growth of banks with inadequate financial 
resources ; 

(6) Minimum reserve requirements have been laid down 
to ensure liquidity of assets ; 

(7) Inspection of any bank by the Reserve Bank, either 
on its own initiative or when directed by Central 
Government, has been provided ; 

(8) Managing agents have been prohibited from 
managing banking companies; 

(9) Interlocking of directorates amongst banks has 
been prohibited; 

(10) The Act prohibits starting by banks of subsidary 
companies, 

(H) It seeks to combat concentration of power by res- 
tricting the total votes acquirable by an individual 
to a maximum of P percent of the total voting 
rights of all shareholders; and 

(12) Prescribes the form of the balance-sheet and makes 
audit compulsory. 

The Act was amended a number of times during the 
last decade but most of these amendments were by way of 
clarification or rationalization. Tbe most important amend- 
ment was undertaken on March 24, 1961 which enabled 
compulsory amalgamation of a banking company with State 
Bank of India or its subsidiaries. This was a revolutionary 
step forward as previously such amalgamation was possible 
only w'ith another banking company. The new legislation 
also enables amalgamation of more than two companies by a 
single scheme. 

14. Insurance of Bank Deposits. 

14*1 Inspite of a comprehensive banking legislation 
providing for wide powers of control and supervision by the 
Reserve Bank of India, bank failures took place even in I960, 
and, of a scheduled bank. This has shaken the confidence of 
the depositor and it was necessary to at least provide a sem- 
blance of safety to them, particularly those dcpi-sits which are 
of small amounts. 



THE BANKING SYSTEM 


400 


14'2 Tile Bn liking Companies (iSei'Oud Ainen<lmeiit) Act, 
1960 sought to facilitate expeditious payment to the deposi- 
tors of banks in liquidation. It also sought to protect the 
interest of savings bank depositors (who are presumed to bo 
individuals with moderate means) by laying down pr.or 
mentto every saving bank depositor the balance at liis credit 
subject to a maximum of Rs. 250 before any other depositor 
is paid. The intention obviously was to make minimum 
payments available to depositors of moderate means. 

14*3 It is now proposed to introduce a sidiemc of depo- 
sit insurance with a view to providing greater safety to the 
deposits of individuals, specially those of limited means. Under 
the scheme, a separate autonomous corporation will bo set up 
with an authorised capital of Rs. 6 crores which will be allot- 
ted entirely to the Reserve Bank. The proposal is to ensure 
the deposits of all commercial banks functioning on the date 
of introduction of the scheme. The scheme would, however, 
exclude the deposits of the State Bank of India and its subsi- 
diaries in view of their special position, though these State 
associated banks would, nevertheless, be required to contri- 
bute to the funds of the corporation. The limit of the amount 
of individual deposits insured and the rate of premium will bo 
fixed by the corporation. It is provided that approval of the 
Central Government would be required before these are fixed 
and that they may be varied from time to time. Tentatively, 
however, the idea is to guarantee, to begin with, individual 
deposits to the extent of not loss than Rs. 1,000. The actual 
figure will, of course, be determined by the corporation after 
it has been formed, 

14‘4 The scheme essentially aims at winning back confi- 
dence of the depositors which has been shaken by recent 
bank failures, particularly as it revealed that the much boas- 
ted inspection by the Ri serve Bank of India provided no 
safety against unsafe banks. Bank failures, however, are 
not due to natural calamities but are the result of mismanage- 
ment and non-adherence to the principles of sound banking. 
If the failure of a particular bank creates conditions of panic 
and a simultaneous loss of confidence in the banking system 
as a whole emerges, it is doubtful whether the deposit insur- 
ance scheme would be of much value. In any case, the prob- 
lem for a bank in difficulties is to obtain liquid resources in 
the short period, and this should not prove difficult if its 
temporarily frozen assets are ultimately sound investments. 
It would seem more proper for the Reserve Bank of India to 
recognise that the nation expects it to save banks rather than 
make payment of deposits, through its insurance, after a bank 
has failed. As the custodian of the banking system the 
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Reserve Bank sliould ensure that each and every bank is a 

sound and viable unit ; it is not enough for it to take 

shelter behind meaningless generalisations by stating that 
"the Indian banking system, taken as a whole, from the point 
of the safety of deposits, is sound and vigorous," There is 
no such thing as the safety of the banking system ; there are 
only safe banks. 
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1. Were the • 'good*' old days really good ? Ptrhapsthe 
answer lies not so much on facts, and what the statistician 
loosely calls figures but on one^s personal economic theories. 
It is difficult to convince the businessman that unrestricted 
competition was unhealthy, not because it brought cyclical 
declines in his profits but because it prevented realisation of 
human values. Nor is it easy to persuade the administrator 
to recognise that the economy can get on, and got on fairly 
well, without his wisdom and, consequential, controls. What- 
ever the theory and whatever the fact, the old days — good or 
bad— are gone, possibly forever; certainly, fora longtime 
to come. 

2. The decade that has just gone by represt-nts to India 
a decade which brought about a change in our thinking 
cess and is marked by the emergence of a philosophy and 
faith in planning. The economic theory of planning maybe 
correct or incorrect. The claims made as to the potentiali- 
ties of planned development may be supportable or not. These 
are matters on which endless debate is possible, but would be 
futile. The country has taken the plunge and adopted for 
itself the view that the shape of things to come is to be deter- 
mined not by the traditional concept of individual preference 
but by directions issued by the process of pla nning. But we have 
notabandonedthe free market economy. Our economic develop- 
ment is still hinged to a price-mechanism and we have rejected 
the totalitarian techniques. Our aim is to attain economic 

progress through induced change while retaining the essen- 
tials of democracy. We have our Fundamental Rights ; but, 
we also adopted the Constitution (Fourth Amendment) Act, 
1966, by which the right to question the amount of compensa- 
tion awarded by appeal to judicial procedure in the ordinary 
Courts of Law has been expressly withdrawn. The withdrawal 
of the right to appeal to the law courts, set up by the country 
itself, dees not necessarily mean that there is a reasonable 
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jK)>:sil>ility, or even a remote one, of compciif>ations actually 
paid being inadequate or unjust ; but, it does indicate the 
denying of a right to an aggrieved party, and, reflects trends 
in the body-politic which may, if unchecked, create the roots 
of totalitarianism. It is true that the wholesome respect that 
India h s in the value of individual personality, coupled with 
centuries of a philosophy of 'toleration', would keep us from 
crossing tlie brink and falling down the precipice, but it 
would be wise to remember that in matters of economic re- 
gulation, contiols have a habit of breading further controls 
until they achieve a sort of a self sustaining growth or Parkin- 
sons Law of Expansion. 


3. Planning imposes a new obligation on planners. 
Apart from achieving a higher rate of growth, planners must 
also recognise that an obligation to safeguard the interest of 
the individual is imposed upon them in so far as the process 
of planning curtails the freedom of the individual to protect 
his own economic interest, subject to the law, by ms own 
preferences and choice. The same would apply to t e pro- 
ducer. The more Government 'directs' the industry, the less 
is the freedom of the entrepreneaur to perform his legitimate 
economic functions, and, the more, logically, is the necessity 
for Government to perform those functions on behalf of the 
producer to enable realisation of the objectives aid doivm 
In short, planning involves regulations and regulation in one 
sphere may often necessitate further regulation in a cample- 

mentary sphere. 

4 The fundamental objective before India is the rais- 
ing of the levels of living by exploitmg more fully the produc- 

tive potential of the country. But those are to be achieved 
along with an adherence to the ideology of the socialist 
pattern of society.” Further, the large unemployed labour 
force compels recognition that unemployment is an evil in itself 
so that, as between given alternatives the choice in particular 
spheres may sometimes have to be on labour-intensive, rather 
than capital-intensive, projects. In this sense Indian plann- 
ing is concerned not only with ‘ends but also with means 

and, the theory of neautrality for the “Thut the 

alternative ends has no significance m Intlia. 

‘ends' before us is not merely the growth of overall n^fonal 

income or, or even per capita income or greater 
incomes but a rise in levels of living consistently with growth 
of overall employment, diversification m the pattern of pro- 
duction and^cmploynient and balanced regional growth. 
Locicallv such a variety of 'mds' to be pursued simultane- 
Lfly may involve acceptance of a lower rate 
or each one of them ; but, the choice has been made and it is 
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thccnlar<^cmcitt oft'ic aggregate of human happinc.'s that is 
betn" soug and not the" nmximisation of national mcomc 
H is-^rmere material progress that India strives to ach.ovc 
our traditional philosophies are contrary to such an attitude. 


I The primary indicator of economic progri^s is tlic 
growth' of National Income* The table given below shows 
what progress has been achieved in this field : 


INDEX of _ 

National Income at Per capita income 
(1948-49) Constant at (1948-49) Cons- 
Prices tant Prices 


(») 

1950- 51 

1951— 52 
1955—56 
1950—57 
1959—60 
1900—61 






100 

102.8 

118.4 

124.3 

132.9 

141.6 


100 

101.1 

108.2 

111.4 

111.9 

116.7 


To many the rather slower rate of growth of per capita in- 
come represents unsatisfactory achievement. Few, however 
realise that much of the increase in population dunng the (te- 
cade was due to a fall in mortality rates which m itself consti- 
tutes a great achievement. Thus, while it is true that a large 
part of the increased national income was absorbed by the in- 
crease of population, so that only a portion was available tor 
raising pcrcaiiita levels of income, that by itself is no cause lor 
disappointment, for judged by human values in the decline m 
mortality rates and increase in average expectation ol lie 
there has been a degree of achievement for which tho country 
can be justly proudf. 

6. A low per capita, income must necessarily moan a 
Ijw level of consumer expenditure ; and, India is no exception 
to this general rule. Estimates of our per capita consumer 
expenditure are not without their owu limitations, but even 
allowing for shortcomings of data, one is forced to the con- 
clusion that in certain categories of income, the level of con- 
sumption expenditure has been below the minimum desirable 
sustenance standard, X has remained so in spite of a 
decade of planning. 


• For details, see Vol I, pp. 1D8— 60. 
t See Vol I, pp. 84—91. 

I See Vol I, pp. 6 — 7. 
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7. The relative growth of the different sectors is a 
matter of deep concern in a planned economy. Agriculture 
gave some ground to non-agricultural pursuits in the national 
economy for its percentage contribution to National income 
fell from 51*3 in 1950-51 to 48*3 in 1960-61. The contribu- 
tion of mining and industry rose during the same period from 
16*1 to 18'6‘*®. Agriculture, however, continues to be the 
dominating factor in Indian economic life, with a good har- 
vest as still the basic factor in setting the tempo of economic 
activity during a year. Judged by the index of agricultural 
production, the rise during the decade was about 40 percent, 
giviu" a fairly satisfactory average annual compound rate ot 
growth The real progress, however, was much more funda- 

mental for considerable preparations for sustained agricultu- 
ral production were undertaken through large irrigation pro- 
iects which are yet to bear fruit. Not only did the area 
under irrigation increase substantially (by almo.st 3o percent) 
during the decade, there was aliO an increasing recognition 
given to the value of fertilizers and improved secd^ whose con- 
sumption increased sharply. These are expected to bear 
fruit in the Third Plan Period during which agricultural pro- 
duction is expected to rise by another 30 fj 

industrial production was most impressive and the index ot 

industrial production rose by more than 80 
the decade It is well-known that the present index of 'MV® 
‘trial production does not take into account a 1 new 'ndustrie 
established during the last decade, so that in effect, th 
achievement in the field of industries leaves little reason fo 
dissatisfaction, espscially as regards heavj^, ^ 

entrineerin*^ industries. Employment in the industrial secto 

increased "substantially, though ^ "^nued‘^t^bo 

overall visible and invisible unemployment continued to 

high.* 

as follows ; — 

108. Soo National Income Estimates released by C.S.O.— table 2 1. 

also Vol I, p- 161- ici oi 

• Soe Vol. I, relevant portions, particularly pa;03 181-84. 3J 

and 05* 107, 
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Percent of Net 
Investment in 

Planning Commission 
estimate 

C. S. 0. 

estimate 

(1) 

(2) 

(3) 

First Plan 

7 

8 

13 

Second Plan 

U 


Despite the differences in the figures (explainable per- 
haps by methods of estimation- there has been a maikca 
increase of investment. The rate of gross is 

estimated to have risen from 13-6 percent of gross national 
product in the first plan to 18-5 percent m the second plan 

which, even after allowing for statist’cal errors, is something 
of which the country can justly take credit lor it was no 

small achievement. 

9 The decade showed a remarkable achievement in 
the development of power. The index of electricity genera- 
ted showed steady and substantial growth, ^ 

rise was phenomeaal, the index (Base 1950-51 ) g 

from 114-3 in 1951-52 to 163 9 in 1955-o6 and achieving 
301-9 in 1960-61.* It is true that the rise is somewhat illu- 
sory because of the low availability in the base year, but even 
than, per capita availabdity was more than doubled during 
the decade, though it is still low compared to the more 
advanced countries. However, the major lines of improve- 
ment in this respect seem to be the necessity of more cxteii- 
sive rural electrification and miking available power to small 
scale industries. 

10. In view of India's size, the importance of a well- 
planned system of transport and communication is very great. 
A big slice of public investment was made available for trans- 
port, though towards the end of the decade there were signs 
of shortage indicating both excessive strain and bottlenecks. 
There is a feeling in certain quarters that the percentage 
alloction on transport for the third plan should have been 
higher.^®® It must be admittsd that investment in transport 
is a crucitd necessity in an era of planned development, but 
allocation, when total resources are limited, is ultimately 
a question of priorities and it is easier t'> say that invest- 
ment in a particular sector should be increased but more 
difficult to indicate from where it should be cut. Considering, 
however, that expenditure on social service in India was one 
of the lowest in the region,'’® it is difficult to seriously suggest 

• Soo Vol. I, p 68. 

160. L. A. N&tesan, article in Problems in the Third Plan p. 164. 

170. U. N. — Economic Survey of Asia and iho Far East, 1060, 
p. 78. 
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that transport investment should have been increased by 
diverting funds from social services, and, it would obviously 
have been unscientific to have cut down investmOnt in basic 
production lines, for transport is intended to serve increases 
in trade and not become an end in itself. 


II. Tl)e rate of domestic savings has been bath low 
and discouraging. The third five year plan is based on 
e.xpectations of its increase, but the realisation of the expec* 
tation seems doubtful.* The failure of the rate of domestic 
savings to rise has been primarily due to an increase in pro- 
pensity to consume, particularly in the rural sector. ^ Such an 
increase in consumption expenditure, however, was inevitable 
because of the low level of living which exists, and where 
every increase in disposable income must mean more consu- 
mer expenditure to achieve a higher standard of living. Nor 
is all additional consumption expenditure a matter of regret, 
since much of it may be investment in 'human resources in 
the form of better education, better health condition and 

better nutrition. 


12. The most troublesome feature of the decade was 
the widening gap between India’s foreign income and spend- 
ing of foreign exchange. Part of the widening g ip was due 
to sharp increases in imports, most of which w^s unavoidable 
but mainly it was a consequence of the inability of exports 
to rise. While no precise correlation between exports and 
national product should be sought, it ivould seem that for a 
country seeking to step up exports, it should tend to become a 
larger percentage of national product. Actually 
which were 5-8 percent of national product in 1J.)0-51, fell to 
nearly 4-3 percent in 1960-61 Since the trend of export- 
prices of our goods cannot he assumed to bo a''vay3 ■''^'^8 
our favour, the gap in our balance of payments has to be m^t 
more and more by quantitative expansion of our exports 
rather than by a favourable movement of terms of 
has been possible for the country to carry through 
lopraent effort without any signihean 

ce liiiL^s mainly because it was possible to eat into our 
fo:eign baLn/es wh^eh were large in 1950-51, thanks to ho 

enormous acquisition of sterling assets during and aft th 

.Second World War. Further, eoi.sid rab e aid ‘ o” 
foreign countriesi: enabled us to tide over the per.od lair y 
smoothly. Tliere has, however, boon an enormous mcr 
our foreign liabilities as a large portion of the 


• Sco Vol. I, pp 480*00- 
X Soe VoJ I. Ch Ml. 
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The slight setback in 1960-61 was perhaps only ‘statistical’ as 
the National Income Estimates for 1960-61 underwent upward 
revisions due, inter alia, “to the incorporation, for the first time, 
of the results of random crop cutting surveys in respect of rice 
in Orissa and maize in Bihar,” This changed use of source 
material (for which no adequate justification has been given) 
led to a statistical (and illusory) increase in National Income. 
It has been admitted*’* that 


“If correction is made for such statistical changes, 
the overall increase in the total national income and 
in the per capita income during the Second Plan 
period would work out at about 20*2 p.c. and 8 4 
p.c respectively (without applying the correction 
the figure would be 21‘1 p.c. and 9*2 p.c. respective- 
ly)" 

Since no clarification has been given in the White Paper 
as to why the change was adopted, it is difficult to assess its 

validity or otherwise ; but, it does appear f 

in the last year of the Second Plan period a change m the 

source of statistical data should ^ave been adopted which 

would make the latest figure of estimates (of an 

item like foodgrains) not strictly comparable with those lor the 

earlier years of the Second Plan. 

However, even if allowance is made for the “fictitious’ 

increase in National Income in 1900-61, the Government s 

draft on private income failed to increase 

the Second Plan period. Even tax-revenue as such perhaps did 
lot increat as steeply as was desirable.* There were undouM- 
edly good reasons for the financial policy followed, 

inescapable necessity of having to place 

on indirect taxation was a feature that requires careful unde 

Standing. , 

15 Apart from taxation and non-tax revenues, 
decade is marked by a large increase in net market 

knowledge that Public pX^Exliheq^^^^^^ 

from the income of the people to tim Public ^xcheque 

Slate borrowing, being nS to^that of 

fer of resources from the hands of the P'.>‘>‘'%“ " . of 
Goveniment. However, during any given period tl e total m 

the two constitutes tlie sum total of 'becomes 

of being available for spendmg by private initiative, 

;7r~^.O^hU6 Paper on National Income, February, 1962, 

Vol. I, Ch. VII, and Ch X. 
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available to the Government for undertaking 1'"’’'“= 

turp Of course all such transfers are not necessarily iroin 

c«rrenUncome ■ One could, for -ample, undertake oonsump- 

tion expenditure from past savings (thereby P^.y"?g 

direct taxes) and not from current income. Si^milar y a part 

of current subscriptions to Government loans floated “ 

by conversion of other investments. Thus, so far as mar^t 
borrowings by governments are concerned, it is the net absorp 

tion by the public rather than gross floatation “"y ^ ^ 

year tLt is important. The net absorption of Government 

securities by the public is equal to 


(a) Cash subscriptions 

of 

the public 


(b) Cash repayments to 
the public of matur- 
ing loans 

+ 

net open market 

(c) Sales by the 
Reserve Bank 

+ 

Sales by the 

(d) Government operat- 
ing through cash 
balance investment 


The place of loans in public finance* particularly the 
role that governmental borrowing should play in a planne 
developing economy, raise issues which are complex and con- 
troversial. But leaving aside for the time being considera- 
tions of theory relating to public borrowing^’*, it would © 
useful to get a clear idea as to the net absorption of govern- 
ment securities by the public so as to dispel the common mis- 
conception that large floatation of public loans mean equally 
large immobilisation of resources from the hands of the 
public. 

For a proper understanding of the table, on the next page it is 
necessary to bear in mind that the figures of net absorption of 
Government securities by the public since 1956-57 has been 
influenced by the investment or disinvestment of P.L. 480 
funds, and the change in the procedure of accounting intro- 
duced in May 1960 affected the figure for 1960-61 and 1961-62. 
From the table given it would appear that there was 
in fact a net disinvesimeni of Rs. 64 crores approximately in 
1960-61, which was in great contrast to the net absorption in 


• 172: See Figou, A.C. — A study in Public Finance^ Ft. Ill, Ch. 1 
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Period 


NET Absorption of Government 
Securities by the Public 

(Crores of Rs.) 


Net market borrowing Net cash Open Net 
by the Central and *receipts Market absorp- 
state Governments from the purchas- tion 

■ Cash Cash Net ^ f <-> 

Receipts Pay- Receipts 

^ ments (2 - 3) sales +) (5+6)e 

' ' to the 

public 


( 1 ) 


(2) (3) (4) 


(5) 


(6) (7) 


1. First Plan 
total 

(1951-52 359-8 

to 

1955-56) 

2. Second 

Plan total 
(1955-56 872-7 

to 1960-61) 

2A. 1960-61 179-4 

3. Third Plan 185-7 
1961.62 


359-8 182'6 +177-2 +192-3 + 976 +289'9 


(1955-56 872-7 125-8 +746 9 +307 3 + 90 6 +457 9 

to 1960-61) 

!A 1960-61 179-4 45-4 +1340 + 01-4 —125*1 — 63-7 

t. Third Plan 185-7 SO'O +135-7 + 73-0 ^ 37 0 + 36 0 

1961-62 

Source : R. B. I. 

each of the previous four years. The detailed year-wise 
figures bring out the position more clearly 

(crores of Rupees) 


Year 

(Second Plan 
Per iod) 

1956- 57 

1957- 58 

1958- 59 

1959- 60 

1960- 01 
Total 


Net 

absorption 
(+or— ) 
by the 
public 

+ 70-6 

+ 113*3 
+ 194*6 
+ 143 1 
— 63-7 
+457*9 


Source : R.B.I. 
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However, the not invesliiient nvestnierit oaii only 

be calculatca if allowance is made for the operaUons ol 1 .L. 
480 deposits and the manner of their investment 
ment securities. This is rather a technical operation but briet. 
ly {and shorn of technicalities) the position is as follows . 

(a) Prior to May lf)60, these fun.ls were being clopo- 
sited by the U.S. Government with the State Bank 

of India, who invested them in Government securi- 
ties. though it is known that a part of these funds 
were utilised by the State Bank for investment in 
Treasury bills and also for extension of credit to ttie 
private sector in the initial stages of the accrual ot 

these funds to the State Bank, 

(b) Since May 1900, these funds are flowing directly 
to the Reserve Bank which invests them in special 


Government securities, 

(c) Part of the accumulations made in the past of the 

P.L. 480 deposits with the State Bank was transfer- 
red during the period July 1960 — June 1961 m 
monthly instalments of Rs. 12 crores each leading 
to a disinvestment of securities by the State Bank 
of India. 


To arrive at the figure of net absorption of Government 
securities by the public, it is necessary, therefore, to elimi- 
nate the special factor of P.L. 480 funds. Allowing for such 

elimination would really mean that figure of net absorption 

for the Second Plan period as a whole would be less than 
given above and the annual figures would also show varia- 
tions. Allowing for this, the net absorption (ignoring the 
small effects of (a) above) of Government securities by the 
public, 

“during 1960-61 would amount to Rs. 53 crores and 
for the Second Plan period as a whole to Rs. 257 
crores or an average of Rs. 51 crores a year as com- 
pared to Rs. 290 crores or Rs. 58 crores a year for 
the First Five Year Plan (1951-66)“^’^. 


The decline in net absorption in the Second Plan period 
over that of the First Plan period is a matter which needs 
careful consideration for it is obvious that the aggregate 
figures gave an illusory index of greater absorption w'hich was 
misleading for it was, in effect, brought about by the opera- 
tions of P.L. 480 funds rather than by net increases in domes- 
tic saving. 


173. Soo Rosorvo Bank of India Bullotin, April I0G2: also seo p. 274 
oarlior. 
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16. In the field of financial relationship between the 
Union Government and the State Governments, the Report 
of the Third Finance Commission, 1961, marked an important 
step forward in the recognition of the role of tax-division as 
a method of combating regional imbalance in economic 
ability. The Second Finance Commission (1956) had inaugu- 
rated an era of ‘population' worship, for in its scheme of 
division of resources for the two major taxes — Income tax and 
Excise Duties— it had made 'population' as the chief basis for 
benefits.* The Third Finance Commission broke new ground 
by recognising that for the distribution of the proceeds of the 
Union Excise Duties (which was the chief and growing lorm 

of indirect taxation in the country), “The relative financial 
weaknesses of the States, the disparity in the levels of deve op. 
ment reached, the percentage of scheduled castes and tribes 

and backward classes in their . 

into account in determining the share to be allocated to each 

State individually. In other words we feel that m tfi'^ per^ 

missive participation, an attempt shou finan- 

the States, as far as possible, to a comparable level of finan 

cial balance."*’* 

Basically it involved the idea of 'using tax division as 
a means to transfer resources from the people o one 

those of another ria the Central Government and, ^thercbj, 

rerr/tiir trrt^J 

and, emphasised the need for conditions necessary to 

mai^temince of economic and social cond fons 

bring those large collections a^eade been 

financial “relations in India has d“ 8 ® P j „„ concept 

governed by rather mechanical approaehe ^ budgetsf 

®o? needs (measured by I-P'-'f “t^uVweapon waS not 
with the unfortunate result ‘'V'* Pj regional imbalance. 

used to further the "oufd now be possible to 

A departure has been ";^»de and^.t^should " nd 

rhi^h — 

‘stt:s^::1o^wlcr: Ita^ef to promote economic growth. 

commission (.too ^ 

MTch'vm, 
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17 Central planning, in a fc<lcrul 
sarily involves that the 

contents of the antonotny' oj the States ^ ^''^subie^s 

Lisf Ct lo by unUater:! financial decisions 

Taken ■’"« ken if ik reality n^^ significant cnrta.lment^.of 

yr.f :l;i^4V. 

whUe in *'a planned economy a measure necessary 

that States should not feel that their autonomy is bein^ 
duly frustrated/’^’' 

18 Whatever may be the philosophy behind central 

been possible without Central am oy y number of 
orAnts The decade marked the growth ot a large . 

k!/Tf^:r?gS: oT 

XhiTenl^t not ^Iways^ ~Me 

for by far the greater advantages have been ^ 

through benefits which are partly “ 

ral and operating to the advaneement of t e ^ ^jjg 

whole. It would, for instance, be unwise to measure t e 

benefits of an irrigation scheme merely by the yi 

bettement levy and the increase in land revenue, ^y 

the increased production of agricultural goo s. 

only the primary benefits. The larger benefits 

from the greater sense of security that it gives from 

cluction in the fatalistic attitude to life that mus co ^ ^ 

from the decline in variability of income of the 

year to year that emerges from greater stability* -al t les 

many others, most of which are immeasurable in economi 

terms. Similarly, unutilised power generated is certainly a 

♦ See Vol. I; p. 20. . . 

176. Report of the Third Finance Commission, 1961: para 86. 

177, Report of the Third Finance Commission, 1961, para CO, 
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loss, but a loss which may be worth many times its value be- 
cause of the development of personality that it may bring 
about in those few isolated villages which have had the good 
fortune to be a part of rural electrification Not that there 
has been any waste of power generatedinindia through under- 
utilisation ; in fact, there are severe shortages ; but, it seems 
necessary to emphasise that the value to tlie nation of a given 
investment does not lie in a narrow calculation of a financial 
balance sheet but must be evalued through a wider approach 
of overall values of luiman happiness. The statisticnm in 

India has undoubtedly done a good job by calculations of capi- 
tal output ratios. It is, however, necessary to bo<y in miiui 
that tlie sum total of human happiness is not a statistical con- 
cept. A good plan must recognize both ‘the visible and the 
invisible dimensions’ of achievement. It is time 
that the statistician can deal only with the -visible but, by 
far the more significant part of the acliievcment may 
•invisible’. What wc need is not so much statistical ■ 

and statistical indi.es. nor a series of ratios and ut 

an evaluation of the sum total of eflFects. As the Second 1 

Year Plan*’^ rightly stated : 

“The need for evaluation exists in all fields f 

lopment and more especially in those m "hieh ne v 
0 , expan.l.-<l aoUvities are being undertaken I all 
planned development many unknown 
to be reckoned with. Understanding of the mltr- 
action of rlifferent elements that enter into I"'"?’'''"’’ 
mes which bear closely on the life of the people can 

be of material help in enhancing thmr contribution 

to the welfare of the community. Eva nation 
therefore, to be increasingly orientated towards 
Ldie.s of a selective and intensive type, motu ated 
by and leading to purposive action. 

And in this great task of evaluation, *''« 

Statistics arc far too often used as a drunKcn 
lamp-post— more fur support than for illumination . 

19 The decade was marked by a switch 

1 78 p • 

• Tho auttloffy has boon l>orrowod from a roviow by M. R. Rona- 
"hoTunday Standard. July I. I!)02; the «p pl.cat.an of .t 

is b^' Iho author. 
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leZre The more important, of these projects are :- 

7 The Bhakra-Nanaal Projects : j^floting 

beneht Punjab and Rajasthan and consists of the following 

constructions : . . c i 

(a) the Bhakra Dam across the nver Sutlej, 

(b) The Nangal Dam at a point about 8 miles down 

stream. 

(o) the Nangal hydel channel. 

(d) the Nangal power house, 

(e) the Bhakra canal system, and 

(f) power houses at Kotla and Ganguwal 

Even though the project was started in 1946, it has 
not yet been fully completed, though the only remaining 
portions relating to the Bhakra Dam and its power houses are 
in their final stages. The total cost of the project would 
probably exceed Rs. 171 croros, an4, it is expected to provide 
irrigation facilities to 3-6 million acres of land and have a 
total installed capacity of 594,000 kw. 

II. The Damodar Valley Project. This is intended to 

benefit Bihar and Wcst-Bongal by securing unified develop- 
ment of the Damodar and Borakar River Valley. The consti- 
tuents of the project are ; 

(a) multipurpose storage dams at Tilaiya, Konar, 
Maithon and Panchet Hill with attached hydro- 
electric stations, 

(b) a thermal power plant at Bokaro, with an estimated 
capacity of 226,000 kw. 

(c) a power-transmission grid covering more than 800 

miles. 


(d) a barrage at Durgapur with 

(i) irrigation channels, 

(ii) a navigation canal. 

The Damodar Valley Project is a multipurpose project 
per ae for it combines in itself all the four objectives of 

(i) flood control, 

(li) irrigation, 
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(iii) clefiricity generation, 

(iv) all the year round navigation. 

The project was organised on the lines of the Tennessee 
Valley Authority of U.S.A. and the Damodar Valley Cor- 
poration was set up with considerable decentralised authority. 
The D.V.C. has already spent nearly Rs. 150 crores and the 
Third Plan estimates provide for an expenditure of another 
Rs. 80 crores approximately. The following portions of the 
work have so far been achieved : 

(1) The Dam and Power house at Tilaiya have been 
completed, and, the Bokaro Thermal Station has 
started functioning, 

(21 Konar Dam has been completed ; this is intended 
for supplying cooling water to the thermal power 
station at Bokaro and for controlling floods, 

(3) Alaithon Dam and the hydro-electric installation on 

the river Borakar has been completed, 

(4) The Panchet Hill Dam and hydro-electric installa- 

tion on the river Damodar have been undertaken 
and the hydel station at Panchet has come into 

operation, ' 

(5) The Durgapur Thermal Power Station and the 

Bokaro 4th Unit have been completed, 

m The Durgapur Barrage has been completed and the 

^ ’ navigation^ystem which will join the Hoogh y 35 
miles above Calcutta is expected to be completed 

during 1962. 

Ill The Hirakud Dam Project. This is expected to 

Like the D.V.C., it seeks to combine „„„lv 

(i) flood control by reducing flood 

8,000 sq. miles of Orissa, particularly in t 

and Puri districts, 

„„ .. p~' rr”. 

installed capacity of 123000 kw oy (.opacity 

oJuSrrt”tn<l 

^?thc Ttod Pf 

2158000 acres on completion 

vidcd 710000 acres by the end of the Sccon 


I 
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Apart from tl,e madc‘’Tn the Third Plan 

complctiou, Uirgc | schemes amounting to Rs. 601 

for irrigation and flood ^ntro irrigation projects 

crorcs. This includes Bs. 43 crores for new 

carried over from the Second Plan control, drainage and 
projeetB and Es. 61 crorcB for Amongst 

anti-waterlogging and ^^'“ijeduled to be continued 

the more important of period, mention may be 

and taken up during the third nan i 

made of the following *. • 

(1) Kosi Project in :^har, A«dhra 

11! KSproi:etSdbya PradesUnd Eajasthan, 

lb! &\%"r;?eTt^n M^ih^aUshtr^ 

6 Namada (Broaeh) end 

7 Gandak Proieet in U.P. and Bihar and, 

(8) Beas Projeet in Punjab and f 

These projeets have involved large ,eganfr 

and adverse comments have gyeh projects. To 

the deterioration in the net receip obtai- 

the extent that appropriate and steps should 

ned, improvements are obviously J adequate wator- 

be taken to increase revenues by 1 y S 

rates, imposing betterment levy ^er for evaluation 

raising the rates of land roveiiuo.t However, lor 

of benefits it should be emphasised that j^jg^tion project 

ti“‘:atorb;TsLrscdin£e|e^^^^ 

arount*t'pa?t3\he financial re^ 

nr an increase in productive investment in farm 

business ; increase in ^ 

sation or enhancement of farm to 

employment opportunities for l^.^o^ir ; stimulas to 

industry, especially processing mdustnes. and to 
trade and transport.*'”® 


* For dotaiis See Third Five Year Plan, p. 413 
t See Vol. I. Ch. X. 

179, Third Five Year Plan, p. 380, 


— 416 , 
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Tlies(' an* important and basic considerations. They are 
aspects of national benefit that cannot be ignored. How- 
ever, a statistical recital of progress can hardly do justice to 
these fundamental considerations. 


20. A good plan is not merely a recital of all the things 
that one wishes to do but must have a proper sense of priori* 
ties and provide for a strategy for economic advance. In 
other words, even many of the basic ideals may have to be 
postponed and their realisation delayed, and, compromises 
accepted and continued in the interests of overall progress 
Thus there is a dilemma in planning that creates in the short 
period situations that appear paradoxical. In India, for 
instance, we are wedded to the idea of a socialistic pattern of 
society, and yet it was necessary to appoint a committee to 
report on where all the increased wealth has gone.* In an 
age of commercialization and mechanised farming, we have 
in India laws relating to ceilings on land holdings. Me 
nise that taxation should increasingly be made more equita e 
but in practice we are compelled to raise more anc more 
revenues through indirect taxes. Everyday the private sector 
has to be exhorted to play an increasing part m stimulatin^g 
development, but at the same time the public sector has to be 
continuously extended and schemes of nationalisation increas- 
ingly given effect to. Such paradoxes and contradic- 
tions arc inevitable in planning, particularly in a mixc I 
.sy.stern under democracy. As the Prime Minister pu 

"The question is oft?n asked : you talk about socia- 
lism and yet you permit grave of in- 

come : you want to put a ceiling on land holdings 

and yet you oppose ceiling on urban or other 
incomes. There is that contradiction, of course. 
But if wc try to remove that type of contradiction, 
we put a stop in many ways to the type of pro- 
gress we are aiming at. If you are not 

change completely the whole basis of y* 

have to leave enough incentive for people to work 
You can, by taxation, etc. reduce ^^^paritics But 
enforcing ceiling on urban incomes may well result 
in a slowing down of the process of development 

and it is of^ the utmost importance that 
of development and production should not come 
down Mter all, production comes first, before any 
llrmi of cqualisatio'n or division. There .s no po.nt 
in having an equal measure of povcJty for all. 


Tho Malmlonobis Committee, whoso report is Hill awaited; See 


Vol. I, pp. tftrn 

180. Speech in I<ok Sohha, August -2, lJuU, 
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